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I ~ INTRODUCTION 


Canadian history is replete with discussions of trans- 
portation and its role in the Canadian economy. The development 
of transportation has been detailed in text books and in the reports 
of the numerous Royal Commissions that have considered the subject. 
The facts of Canadian geography and the economy of the country make 
adequate and efficient transportation a prime requisite. Over the 
years there have been marked changes in the transportation industry 
in Canada. Technological advances have been great and investment 


in the industry has increased with the growth of the country. 


In earlier years water and rail transportation were the 
only reasonable means of transport, except for the shortest distances 
Highway, air, and pipe line transportation has developed tremendously 
in the post World War II period, but it is recognized that railway 
transportation is and will remain in the foreseeable future the 
basic transportation medium for the movement over extended distances 
of the greatest proportion of goods shipped and received by 


Canadians. 


Providing railway transportation is a highly complex 
undertaking involving heavy capital investment and requiring manager- 
ial experience and skills of the first rank. Railway pricing is 
equally complex and also requires experience and skills. Inevitably 
the provision and pricing of railway transportation raises problems. 
That a complex industry has problems is not surprising. Problems 


are a normal result of business activity. 


The Commission in its many months of hearings has had 
the advantage of receiving representations on behalf of all provin- 
eial governments, in most cases from the First Minister of these 
provincial governments. It has received representations from all 


segments of industry. It has had full representations from railway 
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management including chief executive officers, operating, traffic, 
engineering, accounting and research officers, These railway 
officers were experienced and many of them called by Canadian Pacific 
carried the responsibility of making the enterprise pay. It will 
have been apparent to the Commission that it is the philosophy of 
the management of Canadian Pacific, to operate ” a team in which 
there is a melding of theory and experience, of joining together 
those with special training and knowledge and those of broad general 


experience, 


Because of the essential part rail transportation plays 
in the Canadian economy and of the interest of many Canadians in 
railway transportation, railway problems are a matter of public 
discussion. The fact that railway plant has a long life also pro- 
vides an opportunity for hindsight. Railway transportation has 
proved to be an inviting playground for planners, economists, 
accountants and statisticians, With the great interest displayed 
in railway transportation by so many and because the business is a 
service industry, it is to be expected that there will be no dearth 


of complaints or suggestions, as your Commission has found. 


The policy of Canada was that railways should operate as 
a private enterprise. As the Duff Commission stated: 

"Government ownership of railways on a large 

scale as a national policy was not contem- 

plated or planned by any government and was 

not submitted for adoption to the people of 

Canada." 

(Page 13) 

Government operation of railways on a large scale was an 
accident. However, as a result, a unique situation has developed 
in that railway transportation in Canada is dominated by competition 
between a state enterprise and a private enterprise. Both must be 


governed by business principles, regardless of ownership. 


¢ 
Canadian Pacific began because the Parliament of Canada 


repeatedly declared a preference for the construction and operation 
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of such railway by means of an incorporated company rather than by 
the Government. As stated by the Duff Commission: 

Canadian Pacific ", . . honourably discharged their 

original contrac ual obligations with Parliament, 

and the company' lines had played a great part in 

binding togethe: the western and eastern provinces 

of the Dominion, By common consent, the Company's 

administrators had brought faith, courage and 

invincible 2nergy to the task of building its lines 

through tie undeveloped west. The company's achieve- 

ment commanded the admiration of both railway oper- 

ators and the public, and has been a material 

factor in causing Canada to be favourably known 

upon three continents. Their operations brought 

profit to shareholders, and the enterprise became 

a national asset of acknowledged value and import- 

ance to the Dominion." 

(Page 12). 

In saying this in 1952 the Duff Commission also noted 
the fact that Canadian Pacific was Canada's largest taxpayer. 
The continued operation of Canadian Pacific as a private enterprise 
is of immense benefit to Canada and with a few exceptions, no one 
appeared before the Commission who indicated otherwise. As is 
evident, the management and staff of Canadian Pacific are proud of 
its history and are confident of its future if inequitable limit- 


ations and obligations are not placed upon it. 


The inquiry which your Commission was directed to under- 
take raises the question of what policy shall be pursued in future 
in dealing with the railways of Canada. Canada now is a major 
producer of commodities for export. Further development of the 
extractive industries of Canada holds substantial promise. These 
extractive industries and the secondary industries they develop 
require low-cost, efficient transportation by land, which only the 
railways can provide. The provision of low-cost and efficient rail- 
way transportation requires the railway industry to be financially 
sound. Financially sound railways require equitable treatment in 
regard to the charges they may assess, the limitations that are 


placed upon them and the impact of taxes. 


The fundamental position of Canadian Pacific is that 


financially sound railways are essential to the economic well-being 
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of Canada. This basic principle was acknowledged as correct by 
many who appeared before your Commission, including the spokesmen 
for the governments of the provinces of Quebec (Vol. 126 — 20860), 
Ontario (Vol. 42 ~ 7100/1), Manitoba (Vol. 29 - 4330; Vol. 32 ~- 
4999), saskatchewan (Vol. 89 - 15330), Alberta (Vol, 36 ~ 5662), 
British Columbia (Vol. 38 - 6131; Vol. 76 ~ 13448); and the spokes~ 
men for Canadian Horticultural Council (Vol. 52 ~ 9544), Canadian 
Industrial Traffic League (Vol, 53 ~ 9789) and Saskatchewan Wheat 


In the post World War II period Canadian Pacific has been 
faced with meeting the challenge of changing shipping and travelling 
habits of its patrons; of applying and developing new technology; 
of meeting rapidly rising costs of labour, materials and taxes; and 
of adjusting its pricing to meet the requirements of operating on a 
‘financially sound Sania: In meeting these conditions, problems have 
developed. In some cases, Solutions are within managerial control. 


In others they are not, 


Order—in-Council P.C. 1959-577 dated May 13, 1959, 
appointed you Commissioners to inquire into and report upon problems 
relating to railway transportation in Canada, the causes thereof and 
to recommend solutions thereto. This general responsibility was 
delineated under five heads: 

(a) inequities in the freight rate structure, 

their incidence upon the various regions of 

Canada and the legislative and other changes 

that can and should be made, in furtherance 

of national economic policy, to remove or 

alleviate such inequities; 

For this specific directive to be operative, it is 
-mecessary to first show an inequity in the freight rate structure, 
That is to say, it must be shown that the matter raised is unfair or 
unjust and that the legislative or other action proposed would result 

¢ 
in removing the unfairness in an equitable manner. 

(b) the obligations and limitations imposed upon 

railways by law for reasons of public policy, and 

what can and should be done to ensure a more equit- 


able distribution of any burden which may be found 
to result therefrom; 
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Under this specific directive, the Commission is concerned 
with obligations and limitations imposed by law for reasons of public 
policy. When it is demonstrated that such an obligation and limit- 
ation is so imposed upon the railways, the Commission is concerned 
with measuring the burden and determining methods to ensure an equit~ 
able distribution of the burden, 

(c) the possibilities of achieving more economical 

and efficient railway transportation; 

The important point here is that economies and efficiencies 
are, under the directive, conjunctive; that is to say, economies 
that impair efficiency are not to be considered. 

(d) whether, and to what extent, the Railway Act 

should specify what assets and earnings of railway 

companies in businesses and investments other than 

railways should be taken into account in establishing 

freight rates; 

Under this specific directive the Commission is asked to 
determine whether, and if the answer to this is "yes", then to what 
extent the Railway Act should specify that Other Income be taken into 
account in establishing freight rates. 

(e) such other related matters as the Commissioners 

consider pertinent or relevant to the specific or 

general scope of the inquiry. 

This is a general power that gives the Commission authority 


to inquire into and consider any matter which in its view is relevant 


to the carrying out of its general and four specific directives. 


The numerous hearings of the Commission in all parts of 
Canada have made clear the major issues before it. These may be 


shortly stated: 


(1) The just and reasonable level of the statutory grain 
rates -- the Crow's Nest grain rate problem. 

(2) The freight rate structure and the incidence of 
freight rates under that structure, This issue includes the 
basis upon which rates are made and the method of increase followed 


in general revenue cases. 
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(3) The railway plant, its size and adjustments in it to 
meet the present and future requirements of traffic. This issue 
includes passenger train services, branch line operations and co-~ 


operation between Canadats two major railways. 


Of these major issues, the statutory grain rate issue has 
predominated in matter of time and evidence sdduodd in the formal 
hearings of the Commission which have extended over eighteen months, 
The reason for this is not difficult to understand, It is the only 
issue which is beyond the paqwer of management to deal with. It is 
the anly revenue item in the whole of railway transportation which 


is not open to adjustment to meet changing conditions and cost of 


transportation, It is the only issue which is before your Commission 


which has not been definitively investigated by former Royal Com- 


missions on Transportation or by the Board of Transport Commissioners 


in general revenue cases and in individual rate disputes. It is an 
issue involving one of Canada’s most important industries; the 
welfare of which dominates the economy of the Prairie Provinces and 


in which EastemCanada and the Pacific Coast have a vital interest. 


For a short period at the end of the First World War 
grain rates were allowed to rise to meet increased costs of trans-= 
portation. Since that time the spokesmen for the Western agricul- 
tural community have been fearful of having an important part of 
their costs of production increased. Not until the present Commis- 
sion's hearings was there ever advanced as a solution a plan which 
recognized the economic difficulty of the Western grain grower and 
insulated him from increases in costs for the transportation of his 
grain to export positions in Western Canada without imposing 


substantial inequity on others. Tnat the Western Canadian farmer's 


difficulties are great has been fully recognized by Canadian Pacific. 


That he needs assistance because of facts beyond his control was not 


disputed by anyone. 
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The grain issue was placed in the predominant position at 
the commencement of your hearings and the Commission has had the 
opportunity for full and intensive investigation of all relevant 
facts. The cost of providing the Commission with the facts, views 


and the contentions of the parties on this issue has been very great. 


Again, your Commission has the unique Wav initted of having 
among its members men with knowledge of Western Canada, with know- 
ledge of rate making, with knowledge of costing techniques, with 
knowledge of business principles, and with knowledge of railway 


operations. 


The statutory grain rate issue is not a transitory issue. 
It is an issue that will not solve itself. In fact, the burden of 
the fixed grain rates will grow. It is an issue which, left in its 
present state, continues to cause friction between railways and the 
people ctiey serve, and between sections of Canada. It is the rail~ 
ways! largest single unsolved problem. It is therefore an issue 


which must be determined. 


It has been indicated that the issue should not be faced; 
that something might happen to resolve it. There are no facts to 
justify such a hope, The resilience of Canadian Pacific to adversity 
without becoming a burden on the people of Canada is great. It is 
not, in our view, overstating the situation to say that this resili- 
ence will be destroyed by requiring Canadian Pacific to continue to 
handle from one-quarter to one-third of its total freight transport ~{ 
ation at unrealistic and unremunerative charges. It is the view of 
Canadian Pacific that this Commission cannot but fail unless it uses 
its talents, its skills and its knowledge and applies them to the 
facts which have been so thoroughly developed and makes definitive 


recommendations in regard to the grain issue. 


Some have seemed to suggest that the statutory grain rate 
problem is not as great a problem as passenger services and branch 


lines. In the submission of Canadian Pacific this is clearly wrong. 
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Some people have seemed to conclude that there are not a number 

of distinct railway problems but merely a single railway problem, 
This is also wrong. Some do not seem to have realized that the 
distinct problems require distinct solutions and that no overall 
solution is appropriate. The issues must be identified and dealt 
with separately. In the case of eee eee services for example, 
while not minimizing its importance, panagsat Pacific is confident 
that it can, with some Gieeracehaing, deal with this as it is 


within the power of management to control and solve. 


A subsidy is an exceptional remedy and should only be 
used in the most unusual circumstances and in cases eeece its 
purpose is clearly apparent. A subsidy is not the proper solution 
for passenger services or for branch lines. Such a solution can 
only result in perpetuating the problems and in a misallocation of 
resources. To regard all railway problems as being one and to 
attempt to solve them by a single subsidy would be a disservice 
to the nation, its shippers and the railways. In addition, and 
this is vital, an overall subsidy in alleged remedy of all railway 
problems inevitably would endanger Canadian Pacific as a private 


enterprise. 


It will be the purpose of this presentation on behalf 
of Canadian Pacific to deal with each of the major issues set 


out above and to deal with other questions arising from the scope 


of the Commission as delineated in the Order-~in-Council constituting 


1 Ne 


II - STATUTORY AND RELATED GRAIN RATES 
At the outset of the Commission's inquiry the position of 
Canadian Pacific was made clear: 


" ~ . . that the greatest inequity in the freight rate 

structure -- and possibly the only one of sig- , 

nificance -- is that which results from what is known 

as the statutory rates on grain and grain products in 

Western Canada.” 

(Preliminary Organizational Meetings, September “17 and 
18, 1959, page 9) 
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Aside from traffic moving on the Crow's Nest basis of 
rates, all freight rates in Canada must be made on the established 
basis of rate making and must be just and reasonable; that is, they 
must be compensatory and if below the ceiling rates, their level must 
be justified at such level because it is required to enable the 
traffic to move freely and maximize the net revenues of the carrier. 
The overall level of rates must not produce net revenues in excess 
of the permissive net rail earnings of the carrier as fixed by the 


regulatory tribunal. 


The Railway Act puts the Crow's Nest grain rates in a 
position all by themselves, completely free from inquiry by the Board | 
of Pransport Commissioners and beyond the power of the railways to 
change and alter as changing conditions or cost of transportation may 
from time to time require. They are the only rates which the Railway 


Act exclude from the test of "just and reasonable”. 


The transportation of grain and grain products moving at 
statutory and related rates to export positions in Western Canada is 
an extremely large portion of the total transportation work done by 
Canadian Pacific. In 1958 this traffic constituted 42.2% of the total 
revenue ton miles of traffic handled by Canadian Pacific in Western 
Canada (Volume 19 - 2646) and 26.19% of total system revenue ton miles 


(Volume 17 - 2455). This has not been disputed. 


Mr. Crump noted that; 

" . . . generally speaking, Canadian Pacific 
carries about 55 percent of the western grain 
crop to export positions and the Canadian 
National about 45 percent”. 

(Volume 26 - 3815). 

The movement of the Western grain crop in 1925 was stated 
by the Royal Grain Inquiry Commission, consisting of Mr. Justice 
Turgeon, Professor Rutherford of the University of Saskatchewan, Dr. 
D. A. MacGibbon of the University of Alberta and lir. James Guthrie 
Scott, of Quebec, in this way: 

"Moving the crop from Western Canida is a 


transportation task of the bighest moraitadse™, 
(page 35) 
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Since 1925 when that report was made, the extent of the 
peak of the grain movement has been to some degree alleviated but, 
as the evidence shows, not entirely. In the intervening years the 
amount of grain moved has increased most substantially, although as a 
percentage of total traffic, it is not as large as it was 35 years ago. 
The increase in rail transportation costs since the grain rates 
became statutory in 1925 to the present has been great and it is 
impossible for the railways to be financially sound and handle the 
large movement of grain involved at a rate level established in Queen 


Victoria's day. 


Only the Crow's Nest grain rates in the whole of the 
Canadian freight rate structure have stood immune and isolated from 
adjustment to meet changing conditions and changing cost of transport- 
ation. The essential Canadian railway transportation business can live 
within reasonable Peet d el Shs in the public interest. It cannot meet 
the demands of efficient low-cost transportation, while at the same 
time carrying the burden of moving the Western grain traffic to export 


positions at umremunerative rates - rates tied to the 1829 level. 


The disparity between the price level of 1899 and the 
_ present on major railway items was deseribed by Mr. Crump: 


"The movement df grain and grain products, 
particularly since World War II, has occurred 
in a period of rapidly rising labour and mater- 
ial casts. For instance, when the Crow's Nest 
Agreement was fully implemented in 1899, the 
average hourly labour cost was 18¢, new rail was 
$l7.00 per net ton and a 30-ton box car was 
approximately $600. In 1958 the average hourly 
labour cost at $2.21 was more than 12 times 

the 1899 labour cost. New rail at $120 per 

net ton was 7 times the cost of 1899 and a 

new 60~ton box car at $9,100 was 8 times the 
per capticity ton cost of 1899." 

(Vol. 26 - 3765) 


Federal income tax, which was unknown in 1899, is now 50%. 


There was general agreement among those appearing before 
the Commission that railway rates should be compensatory, that its, 


that they should return their variable cost and something more. 
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For example, when Colonel J.J. Harold, one of the witnesses 
for Quebec, was being questioned by Mr. Sinclair, the following 
exchange took place: 

"Mr. Sinclair: And I think you have also made it 

clear, and possibly I could use Mr. Frawley's words 

of yesterday, that any sort of rate in the rate 

structure must be compensatory or it should not 

be allowed to remain there? 


"Colonel Harold: That is true." 
(Vol. 126 - 20860) 


Counsel for Alberta had stated the matter this way: 
" .)6.)hlw aNd CT am putting aside the question of 
compensatory; there isn’t really very much question 
about that, that am agreed charge and a competitive 
rate, and any sort of rate in the rate structure must 
be compensatory or it should not be allowed to remain 
there’. “; . " 
(Vol. 125 — 20819) 
Despite the aeceptance of this principle, it is extraordinary to 
realize that the rates on statutory grain traffic have not been 
studied since the time they were made statutory in 1925. In fact, 
it can fairly be said that some people have strenuously opposed any 


Suggestion that an examination of these rates be made. 


The Order-in-Council establishing the Commission requires 
it to consider and report upon inequities in the freight rate 
structure, and the obligations and limitations imposed on railways 
by law. The obligation on railways to carry the statutory grain 
traffic at the 1899 rate level in the light of events as they have 
developed to the present time has created an inequity in the freight 
rate structure. This inequity is the principal problem relating to 


railway transportation in Canada. 


Recognizing the importance of this matter, the Commission 
unanimously ruled: 


", . . that under the terms of its reference 

evidence in regard to the effect, costs and 

financial consequences of statutory rates is 

admissible .. ." 

(Preliminary Organizational Meetings, September 
17 and 18, 1959, page 134). 


Other parties appearing before the Commission were also 


of the view that a close study should be made of statutory grain 
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rates. British Columbia said: 


"The laudable objectives of the Crowsnest rates 
were defined at a time when economic conditions 
were very much different from those of today, 
or even those of 1949 when the Turgeon Com= 
mission was holding its hearings. The Turgeon 
Commission did not think that the time had 
arrived for Parliameat to relinquish control 

of the rates, However, it noted that ‘such 

a time may come later with the evolution of 

the country’s economic position’ (page 249). 

It is submitted that this, time has now arrived 
due to the vastly changed economic conditions 
simce 1899 and evem since 1949." 

(Vol. 41 ~ 6939/40). 


In its submission, Quebec said: 


"Le gouvermement de la province de Québec croit 

que l’on devrait S6tudier sérieusement les arguments 
pour et comtre la rétention des tarifs de la Passe 
du Nid de Corbeau. On devra également suggérer, le 
cas échéant, les remedes appropriés." 

(Vol. 124 = 20520). 


When Colonel Harold, one of the witmesses for Quebec, was 
before the Commission, he said: 


"Mr. Sinclair: Perhaps if I brought to your 
attention your recommendation 12 of the byief; 
"If, im the light of the evidence, this 

Royal Commission concludes that an 
increase in the Crowsnest Pass Rates 

is justified, such increase should 

not be reflected in the sale price of 
grain, and hence, a subsidy from the 
federal govermment would be indicated.’ 


"My question is this; that properly reflects, does 
it not, the opinion of the government which you are 
representing here in the box? 


"Colonel Harolds I would prefer to go to the 
French text. 


(Note; The French text reads as follows: 


"Tl nous apparaht donc que si, a la lumieére de la 
preuve la Commission royale jugeait nécessaire de 
recommander l'augmentation du tarif, cette augmen- 
tation ne devrait se réfléter dans le prix de vente, 
d’ou la nécessité d’ume subvention a 1'échelle de 

la nation,") 

(Vol. 124 =~ 20531) 


"Mr, Sinclair: Now, I will let you pronounce it 
but I think that im regard to that paragraph it is 
the same. 


"Colonel Harold; I'm sure my pronunciation is 
equally as impossible as yours. 
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"Mr. Sinclair; Now, my question is: in regard to 
that opinion expressed, that is the opinion of the 
province and of the government of Quebec? 


"Colonel Harold; That in such event there should be 
government support in order to meet the difference 
between the cost and the rate imposed on the trans- 
portation enterprise," 

(Vol. 126 - 20872) 


Mr. George Gathercole, Deputy Minister of Economics for the 
Province of Ontario, and one of its witnesses, said: 


_"We are not sufficiently conversant with the 
complexities of the rate structure to contend 
that the rates charged for the movement of 
grain from Western Canada are not compensatory. 
That is a decision the Commissioners them~ 
selves will wish to, make," 

(Vol. 42 = 7134),, 


Later he said: 


"se « e I think 1% it 4s demonstrated conclusively 
that the railways are not getting sufficient 
revenue from the movement of any traffic, if 
that can be demonstrated, and that this is a 
continuing thing year after year, then I believe 
there should be some compensation for it in one 
way or another because, after all, the railways 
presumably must get their revenue from:-some 
source." 

(Vol, 42 ~ 7474) 


The Canadian Manufacturers! Association said: 


"Any consideration of the problem relating to 
railway transportation in Canada, and part~ 
icularly the obligations and limitations 
imposed upon railways by law for reasons of 
‘public policy, would not be complete without 
a.detailed examination of the statutory rates 
imposed on the railways for the movement of grain 
and flour under the provisions of Section 328 
(6) of the Railway Act and the related export 
rates on these commodities required to be 
published to Canadian Pacific ports and Chur- 
chill on Hudson's Bay by direction of the 
Board of Transport Commissioners or in com- 
Pliance with provisions of the Act. 7 
"We submit it is of primary importance that 
there should be a thorough investigation of 
this matter to resolve whether the level of 
these statutory rates is~compensatory." 

(Vol. 53 - 9847/8) 
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Mr. George Paul, the witness for the Canadian Manufacturers 
Association, said: 


"I would think it is a reasonable assumption 
that any rate which has not been increased 
Since 1899 is hardly reasonable, I would say, 
today." 

(Vol. 54 ~ 9912) 


When Dr. Williams, one of the witnesses for Manitoba/ 
Alberta, was before the Commission, the following exchange took place: 


“Commissioner Anscomb: Doctor, would you 
like to tell us what you think in Canada --~ 
and you are not in America now -- of a sit- 
Yation where you have got a large national > 
railway that has 26% of its total freight 
traffic tied up to a freight rate charge of 
over half a century ago? 


“Dr. Williams: Well, I think that is a thing 
that ought to be looked at with a very keen 

and careful eye. My feeling has always 

been that it is undesirable to peg these 

things too sharply, and certainly that there 
ought to be procedures for flexibility and 

for re-examination. What the situation would 

be here, of course, would depend on facts that 
are not within my knowledge; that is to say, I 
would think that these rates require to be tested 
Since they have been in force for such a 

long period of time without change, and in the 
light of changes in technology of railroading, 
changes in composition of traffic, changes in 
the value of money and so on to see whether or 
not they are as of this time just and reasonable 
rates, because it certainly would not follow that 
because they may have been in 1897 that that is 
now true. But one could not say offhand merely 
from the fact they have been in effect for a long 
period of time that they are necessarily not 
satisfactory rates at the present time. There 

is a presumption, certainly, that they ought to 
be examined awfully carefully." 

(Vol. 102 ~- 17152/3). 


Mr. W. B. Saunders, the witness for the Grain Handling 
Organizations, said: 

“Obviously, these rates, are subject to 
suspicion, as you suggest, because they 
are very low compared with your average 
trafticy" 

(Vol, La7 4022003) 

In addition to those who thought the rates should be| 
investigated, many witnesses and groups who appeared before the 
Commission were of the view that if the Crow's Nest Pass rates were 
found to be non-compensatory, some remedial action should be taken. 
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The view of Premier Manning of Alberta was: 


"Mr. Sinclair: And I think, sir, that we would agree 
that if the western grain economy needed assistance in 
any way it should be a national obligation of all the 
people of Canada; would you agree? 


"Premier Manning: JI think that it was in the category 

of those things that could be regarded as being 
necessary to the interests of Canada as a whole, and 
therefore, as I said earlier, if in the light of the 
overall picture public aid is necessary, that would be 
one of the grounds on which that aid would be justified." 
(Vol. 36 - 5703/4). 


The Victoria Chamber of Commerce said: 


"The Victoria Chamber of Commerce is of the opinion 
that this Commission should look into the matter of 
the Crow rates, which are stated by the railways to 
be a major factor in their financial plight 


"If it is to’ be national policy that the export grain 

rates should be maintained at present levels, it is 

our opinion that the financial burden should be borne by the 
public treasury, rather than by requiring the railways 

to collect the subsidy as is done at present. 

(Vol. 38 — 6151/2). 


The Vancouver Board of Trade said: 


"Tlf it is in the national interest that Canadian grain 
be sold in the world markets and in order to sell that 
grain a subsidy is required to maintain a price at coast 
ports, then the subsidy should be paid from consolidated 
revenue and borne by every person in Canada." 

(Yo), aoe 6020) 


The St. Catherine and District Chamber of Commerce said: 


"Tf the national policy demands that export grain 
rates be subsidized such subsidy should be borne 
by the national treasury and not by the railways 
whose competitive position is impaired because they 
must charge more for non-grain traffic." 

(Vol. 42 - 7007). 


The Board of Trade of Metropolitan Toronto said: 


"Me history of the statutory and related rates 
prescribed for grain and grain products traffic carried 
in Western Canada has been adequately covered in the 
railways submission and we doubt if this Board could add 
anything new to what they have said on this subject. 

It would appear, however, that as long as it remains 
government policy to maintain such rates at the level 
fixed by statute some arrangement is necessary whereby 
the railways will be reimbursed for losses, if any, 
sustained by reason of a policy which requires 

them to carry this traffic at rates unrelated to present 


costs." 
(Vol. 44°= 7466/7). 
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The Canadian Metal Mining Association said: 


"Tt is recommended that railway transporta- 
tion cost be reviewed with the object of: 
(a) defraying the losses incurred by the 
railway companies as a.result of the 'Crow's 
Nest Pass Agreement' by.a subsidy from 

the Federal Government." 

(Vol. 44 — 7578). 


Mr. T. M. Kidd, a very experienced transportation 
man who appeared on behalf of the Canadian Horticultural Council, 


said: 


"Mr. Sinclair: Let us take, for instance, a: 
commodity such as western Canadian grain to 
export positions: as you know, that is frozen 

by statute, and my question to you is this: as 

a very experienced traffic man, what is your view 
in regard to that type of provision in the rate 
structure, 


Mr. Kidd: Mr. Chairman, if I might answer that 
question as a person rather than as representing 
a national association --- 


Mr. Sinclair: I think we could quite agree, in 
view of the fact that certain members are 
western provinces, that we could extend that 
courtesy to you. We are asking you as an expert 
transportation man, expressing an opinion based 
on your experience, rather than a representative 
of any association. 


Mr. Kidd: I think that they should bear their 
share of the transportation costs that belong 
to them. 


Mr. Sinclair: Do you think it is detrimental.’ 

or otherwise, to a realistic freight rate structure 
to have a segment such as the large movement of 
grain to export positions in western Canada 

frozen? 


Mr. Kidd: Detrimental, yes". 


(Yor. “52° @ 8504) : 
The Canadian Industrial Traffic League said: 


"The League respectfully requests that this 
Commission recommend that the Board of Transport 
Commissioners for Canada determine just and 
reasonable rates on grain and flour within the 
territory referred to in subsection 6 of Section 
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17. 


328 of the Railway Act, Chapter 234 
and rates based on this formula as 
covered by general Order 448 of August 
26, 1927, issued by the Board of 
Transport Commissioners for Canada. 


The League recommends that the difference 
between any statutory rate and normal 
reasonable rates so determined be borne 
by the national treasury." 


(Vol. 52 - 9630/1). 


Mr. C. A. Wilson, General Traffic Manager of Canada 


and Dominion Sugar Company, said: 


"Mr. Sinclair: And ii it is in the national 
interest to maintain, for instance, the grain 
rates in western Canada at their existing 
level, the difference between that level and 
what would enable this traffic to take its 
proper place in the freight rate structure, 
it would be your opinion that this should be 
covered by government assistance to make up 
that spread between the existing rates and 
where the level would be to place that rate 
in proper relationship with the balance of 
the freight rate structure ? 


Mr. Wilson: Yes, in my opinion it should be 

a specific subsidy and given to the particular 
industries in need, but should not be covered 
by freight rates or in the freight rate 
structure. 


Mr. Sinclair: When you say that do you mean 
the burden should not be carried by the balance 
of the freight rate structure -- is that what 
you have in mind? 

Mr. Wilson: Yes," 


(Vol. 57 -— 10368/9) 


It is the position of Canadian Pacific that the evidence 
of these witnesses and others to the same effect is full recognition 
that a close and careful scrutiny of the statutory rates on grain is 


now warranted and if these rates are found to be non-compensatory, 


a Re Lareteak eid rey ” Deaanaek: 
pimine io BEd -ObIO Cerone - Pit 
to ont ‘Bas vat poweat 
ARR -Ac ayoito Pee timer 


‘So tadd  wbrcimd a 
Be STAT YROCWARIE Whe wee 
honkeretel os hedn'y. tae oo7 
aroma ty a 90.11 “yk ys 


5 
} len 
“as 


EMMY ae ahi = 


WI biden 20% ne 
1 ee ans a 


i Sirtor iviamas inal 


18. 


that some remedial action be taken with respect to this large segment 
of traffic. 


HISTORY 


Mr. H.C. Reid, then Assistant Comptroller of Canadian 
Pacific and now Assistant Vice-President, Finance, explained the 
events leading to the passing in 1897 of "An Act to authorize a 
subsidy for a Railway through the Crow's Nest Pass" Statutes of Can- 
‘ada (1897) Chapter 5, and the agreement dated September 6, 1897, 
made pursuant to the statute (Vol. 14 - 1895 to 1902). Briefly, 
Mr. Reid pointed out that the Province of British Columbia had been 
long desirous of securing a railway line serving the southeastern 
area of the province and connecting with the railway system of Canada, 
and had chartered the British Columbia Southern Railway Company for 
this purpose and had also authorized land grants in aid of that 
company. In addition, in the early 1890's, British Columbia had 
addressed memoranda to the Government of Canada requesting assistance 
towards construction of such a lime by a aya subsidy. Mr. Reid 
pointed out that the Federal Government was also anxious to have a 
railway built to this area, and had conducted negotiations with the 
officials of Canadian Pacific. Canadian Pacific itself, as early as 
1892, began making surveys west of Lethbridge and to the end of 1896 
had expended $87,829 on such surveys. The end of the economic depres=- 
sion, which had begun shortly after 1892, led to a resumption of 
negotiations between the Company and the Government as a result of 


which the statute mentioned was emacted and the agreement made. 


Mr. Reid's evidence also contains the facts relating to 
the actual construction of the railway and the cash and land sube= 
sidies received by the Company in connection with it. Mention of this 


phase of the matter will be made later. 


Doctor George E. Britnell for Saskatchewan dealt with the 
history of the statutory grain rates in his paper entitled "Historical 
Analysis of the Crow's Nest Pass Agreement on Grain Rates .. a Study 


in National Transportation Policy" (Vol. 87 ~ 14949 to Vol. 88 - 150351). 
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Canadian Pacific, while it recognizes the eminence of Dr. Britnell as 
a historian, is not in complete agreement with some of his interpret- 
ations which lead to the conclusions he reaches with respect to the 


agreement. 


Mr. Edsforth gave evidence with respect to the history of 
the rates themselves, established by the Crow's Nest Pass agreement 
of September 6, 1897 (Vol. 12 - 1484 to 1507). Mr. Edsforth 
described how the reduced rates on the westbound commodities became 
effective on January 1, 1898, and the reduced rates on grain to the 
Lakehead became fully effective on September 1, 1899. The Crowsnest 
rates remained in effect until 1903, when, by virtue of what is 
commonly known as the "Manitoba Agreement", made between Canadian 
Northern Railway and the Government of Manitoba, Canadian Pacific 
agreed to a reduction in certain grain rates below the Crow's Nest 
level on the understanding that the full reduction under the Manitoba 
Agreement, which was then in effect on the Canadian Northern, would 
not be operative. The Manitoba Agreement only covered rates from 
Manitoba shipping points to the Lakehead but to maintain relationships 
from grain shipping points further west, relative but somewhat smaller 


reductions were made from stations in Saskatchewan and Alberta. 


This general level of grain rates to the Lakehead remained 
in effect until March 15,1918, when the Board in the 15% Case 
((1917) 22 C.R.C. 49) allowed an increase of 15% on both eastbound 
rates on grain and grain products to the Lakehead and on the west~ 
bound commodity rates from Eastern Canada to Western Canada subject 
to a maximum of 2¢ per hundred pounds on grain and grain products and 
subject to the level fixed by the Crow's Nest agreement on westbound 
commodities as a maximum. The:, in 1918, under Order-in-Council P.C. 
1863, passed under the provisions of the War Measures Act, eastbound 
grain rates and the westbound commodity rates were increased 
along with a general increase in freight rates. This increase became 
effective August 12, 1918, and for the first time since September 1, 1899, 
most of the rates on grain and grain products to the Lakehead and rates on 


westbound commodities became higher than the level of the rates fixed 
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by the Crow's Nest agreement. 


In 1919, the Railway Act was revised.and Section 325 (5) was 
added, reading as follows: 


"Notwithstanding the provisions:of section 

three the powers given to the Board under 

this Act to fix, determine and enforce just 

and reasonable rates, and to change and 

alter rates as changing conditions.o¢ cost 

of transportation may from time to time 

require, shall not be limited or in any 

manner affected by the provisions of any 

Act of the Parliament of Canada, whether 
general in application or special and 

relating only to any specific railway or 
railways, and the Board shall not excuse 

any charge of anjust discrimination, whether 

practised against shippers, consignees, 

or localities, or of undue or unreasonable 

preference, on the ground that such dis- 
crimination or preference is justified or required 

by any agreement made or entered into by the com- 

pany; Provided that this subsection shall 
remain in force only during the period of 
three years from and after the date of the 

passing of this Act." 

(Statutes of Canada rene) hd das 68, Section 
325, Subsection 5). © 


This amendment permitted the Board to fix freight rates 
free from the restriction of the Crow’s Nest agreement for a per- 
iod of three years, or until July 6, 1922, and all rates were increased 
under the Board's judgment in the 40% Case ((1920) 26 C.R.C. 130). 
The increase in Eastern Canada was 40% until December 31, 1920, | 
and thereafter 35%, and 85% in Western Canada until December 31, 
1920, and thereafter 30%. These increases applied to the rates on 
grain and grain products from points in Western Canada to the Lakehead 
as well as on the westbound commodities ubveted by the Crow's Nest 
agreement. A general reduction in freight rates of approximately 
10% effective December 1, 1921, which applied to the rates on grain 
and grain products and to the westbound commodities covered by the 
Crow's Nest Pass agreement was ordered by the Board in the 10% 


Reduction Case ((1921) 27 C.R.C. 131). 


As Section 325 (5) was due to expire on July 6, 1922, 
Parliament enacted a further amendment by Statutes of Canada (1922) 
- Chapter 41, which provided that Section 325 (5) should remain in 


effect with respect to westbound commoditios until July 6, 1923, and 
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could be continued in force for a further period of one year by order 
of the Governor-in-Council. However, the subsection was allowed to 
expire with respect to rates on grain to the Lakehead on and from 
July 6, 1922, which restored the provisions of the ‘Crow's Nest Pass 


agreement with respect to these rates. 


| The Crow's Nest agreement basis of rates on grain and grain 
products was re-established on July 6, 1922, from shipping points on 
the Canadian Pacific at the time of the signing of the agreement. 
From stations not om Canadian Pacific at the time of the signing of 
‘the agreement, the railways re~established rates which were effective 


prior to March 15, 1918. 


The suspension of the Crow’s Nest agreement rates on west- 
bound commodities was continued by the Government to July 6, 1924, 
after which date the rates °n these commodities were restored to the 


level set out in the Crow's Nest agreement. 


In filing its tariffs to comply with the HEN GRneME the 


al. 


railways restricted the reduced rates to movements from and to etations 


which were on the Camadian Pacific in 1897. This led to many com- 
plaints to the Board of Railway Commissioners and the Board disallowed 
the tariffs which restored the Crow's Nest agreement level of rates on 
the westbound commodities (Re Crow’s Nest Pass Rates (1924) 29 C.R.C. 
238). The railways acting on this order cancelled the Crow’s Nest 
rates on the westbound commodities. However, this action was stayed 
by Order-in-Council P.C, 2220 dated December 25, 1924, disallowing 
the Board's order, Meantime an appeal had been taken by the Prairie 
Provinces to the Supreme Court of Canada (Governments of Alberta, 
Saskatchewan and Manitoba v. Canadian Pacific Railway Company (1925) 
S.C.R. 155) and that court held that the Board was bound by the Crow's 
Nest Pass Act and agreement, but that under the agreement Canadian 
Pacific was obliged only to quote the Crow’s Nest level of rates from 
shipping points on its main line and branches as they existed in 1897. 


As a result of the findings interpreting the Crow's Nest agreement, 
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Parliament then enacted what are now Sections 328 (5), 328 (6) and 


328 (7). 


By Order-in=Council P.C. 886 dated June 5, 1925, the 
Board of Railway Commissioners was directed to make a full and com- 
plete imvestigation imto the rate structure of the railways. The 
Commission will recall that rates on grain and grain products from 
branch line points bad been on a higher basis than from main line 
points, As a part of its judgment on the general investigation, the 
Board, acting under the new legislation ruled that rates on grain to the 
Lakehead both from branch Line stations which were in existence at 
the time of the Crow's Nest agreement and stations added after that 
time were to be om the same mile for mile basis as the rates from 
stations in existence on the main line of Canadian Pacific at the time 
of the agreement. In addition, by General Order 448, dated August 26, 
1927, the Board directed that the rates on grain and grain products 
moving for export to British Columbia ports should be on the same 
basis as grain and grain products moving for export to the Lakehead, 
but including a constructive mileage factor on Canadian Pacific. 
These rates and the reduced rates from branch line points came into 
effect on September 12, 1927, on which date the full effect of the 1925 
legislation had been carried out. From 1927, rates on grain and grain 
products from all points on all railways in Western Canada to OL 
export positions have been on the level fixed by the Crow's Next Pass 


agreement. 


LEGAL EFFECT OF 1925 LEGISLATION 


160 ae CN SA 


When Canadian Pacific was incorporated in 1881, the general 
Railway Act then in force, "The Consolidated Railway Act, 1879", 
permitted railway companies freedom to fix tolls so long as not more 
than 15% profit on the capital expended in the construction of the 
railway was earned. If the tolls produced more than 15%, Parliament 


was given authority to reduce them. 
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"The Consolidated Railway Act, 1879" was incornorated with 
the Canadian Pacific charter, subject to certain ane eae One of 
these related to the right of Parliament to interfere with tol’s | 
fixed by Canadian Pacific. In the case of Canadian Pacific, Par= 
liament was given the right to reduce tolls where these produced more 
than 10% profit on the capital expended in the construction of the 
railway instead of 15%, as in the case of other railways. When the 
general Railway Act was revised in 1888, the provision regpecting 
the non-interference with tolls up to 15% profit applicable.:to railways 
other than Canadian. Pacific was dropped, but the provision in the Can- 
adian Pacific charter was preserved. This was the situation when the 


Crow's Nest Pass Act was passed. 


It is important to observe the method used by Parliament in 
providing for the subsidy for the construction of the Crow's Nest 
Pass Railway. This was done by an "Act to authorize a subsidy for a 
railway through the Crow's Nest Pass", Statutes of Canada (1897), 
Chapter 5. Section 1 of that Act states that the Governer=in=-Council 
may grant Canadian Pacific a subsidy towards the construction of the 
line from Lethbridge to Nelson, provided an agreement is made between 
the Government and the Company containing covenants which are set out 
in full in Section 1 of the statute. The relevant conditions which 


were tobe accepted by Canadian Pacific are as follows: 


s 


Le That the local rates and tolls on the new line and any 
other line operated by the Company south of its hoes line in British 
Columbia, together with the rates and tolls to and from the new line 
and the rest of the Company’s system in Canada, should be first 
approved by the Governor-in-Council or by a Raihway Commission if and 
when the Commission. is established, such rates to be thereafter 


subject to revision and control in the same manner (Section 1 (c)). 


2. That there should be a reduction in the rates on certain 


westbound commodities (Section 1 (d)). 


3. That there should be a reduction in the rates on grain 


and flour from all points on the Company's main line, branches or 
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connections west of Fort William to Fort William and Port Arthur and 


#1}; points east of 3¢ per 100 pounds (Section 1 (e)). 


4. That the Railway Committee of the Privy Council may grant 
running powers to any other railway company over the new line and all 
lines then or thereafter operated by the Company south of its main 


line in British Columbia (Section 1 (f)). 


5. That if, by constructing the new line, the Company 
became entitled to a land subsidy from the Government of British 
Columbia, such lands including all minerals and timber but not 
including coal~bearing lands should be disposed of under regulations 


and prices fixed by the Governor-in-Council (Section..1 (h)). 


6. That if, by constructing the new line, the Company 
became entitled to any coal~bearimg lands, it would convey 50,000 


acres to the Government (Section 1 (i)). 


When the Crow’s Nest Pass Act was subsequently before the 


Supreme Court in 1925 (Governments of Alberta, Saskatchewan and 


Manitoba v. Canadian Pacific Railway Company (1925) S.C.R. 155 at page 
165), Anglin C.J.C., who delivered the judgmeut of the majority, 
described the method adopted by Perliament in the 1897 statute as 
follows; 

"Parliament in effect said: If you, the Canadian 

Pacific Railway Company, will assent to the pro- 

posed modification of a provision of your statutory 

contract of 1881 and will forgo pro tanto the con= 

trol of rates which it gives you, we will grant 

you a subsidy on accepting which you will become . 

bound to carry out the terms on which it is granted. 

That was, in substance and effect, granting a sub= 

sidy and imposing by statute the terms on which it 

was granted." 

In other words, it took the written consent of Canadian 


Pacific to effectuate the proposal. 


The agreement, when executed on September 6, 1897, followed 
the exact language of the Act with respect to the proposwl offered 
A 


by Parliament (see Exhibit 45, appendix "B"). Thus the agreement, 
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like any other written agreement, is operative only within its terms. 


As already indicated, the rates so established controlled 
the maximum on certain shipments between certain points until 1918 when 
increases on grain and grain products and the westbound commodities 
were permitted wnder the War Measures Act. Then in 1919 Section 325 (5) 
was added to the Railway Act, which in effect gave the Board juris-~- 
diction over all rates unlimited by any Act of the Parliament of Can= 
ada, thereby permitting the Board to approve increases in grain rates 
and also the rates on westbound commodities. It continued in force 
until 1922 with respect to grain rates, and until 1924 with respect to 
other rates including the rates on the westbound commodities mentioned 


jin the agreement of 1897. 


Following the expiry of Section 325 (5) in full in 1924, 
Canadian Pacific filed new tariffs limiting the application of the 
Crow's Nest rates on the westbound commodities from and to points on 
Canadian Pacific Railway as they existed in 1897. This precipitated 
the case before the Board in 1924, the appeal to the Supreme Court in 
1925 referred to before, and the legislation passed in 1925 which put 
an end to the Crow's Nest Pass agreement and substituted fixed 
statutory contro] of the rate level on grain to export positions in 


Western Canada. 


It is important to note that the procedure adopted by 
Parliament in 1925 was distinctly different from that adopted in. 1897. 
In 1897 Parliament offered Canadian Pacific a subsidy if the Company 
entered into a written agreement under which it agreed to be bound 
by specified terms. In 1925 Parliament passed a law to which Can= 


adian Pacific was subject along with all others. 


In 1925 Parliament did not offer to Canadian Pacific a pro=- 
position subject to conditions to be accepted by it by written agree 
ment. By no process of cena ise or law can the legislation of 1925 
be described as an amendment to the agreement of September 6, 1897, 


because Canadian Pacific was not, nor was it given the opportunity 
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to be, a party t “a amending agreement. 


The 1925 legislation effected a repeal of the agreement 
of 1897 as between Canadian Pacific and the Government. After a 
careful review of this aspect of the matter, the Turgeon Commission 
found: 

'he fact is that the real intencion of the amend~ 

nent of Section 325 of the Railway Act pacsed in 

1925, and already yuoted, was to put an end to the 

Agreement of 1897 as between the parties to it 

ithe Government and the Canadian Pacific Railway 

Company) and to prescribe instead a ststutory stab= 

ilization of certain freight rates binding on all 

railways, in order to meet a condition then existing, 

a condition which was foreseen in 1897 and which ‘had 

cone fnto being during’the mahy years the contract 

was in force and very largely through the operation 

of that contract. It seems clear that the refer-~ 

ence made to the Agreement of 1897 in the legis-~- 

lation of 1925, and still in the statute, was 

intended merely to be descriptive of the rates which 

Parliament was prescribing for use thereafter on all 

lines of all railways in the area mentioned." 

(Turgeon Report p. 245). 

Parliament took this action because the rates stipulated by 
the Crow's Nest Pass agreement had created a completely unworkable 
situation. Recognition that the 1925 legislation put an end to the 
Crow's Nest Pass agreement can be seen from Professor W.L. Morton's 
opinion that a strict application of the Crow's Nest Pass rates 
would have caused “a political explosion in the West" (Vol. 30 = 


4451). 


Some have suggested that Canadian Pacific received "benefits" 
under the 1897 agreement which it is still enjoying, and the suggestion 
is made that these "benefits" must be taken into account in any 


consideration of the rates on grain. 
The "benefits" are alleged to be; 


1. That it acquired a monopoly in Southern Alberta, 
2. That it acquired its interest in Consolidated Mining 
and Smelting Company. 


3. That it received a large subsidy. 
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With respect to the monepoly "benefit", it 1s sufficiont 
to point to the fact that, paces the 1897 agreement, the Government 
reserved the right to grant running powers on the new line and indeed, 
the Company's entire system in Southern’ British Columbia, to any 
other railway company. ‘This certainly precluded any monopoly. This 
was pointed out by Mr. H.C. Reid, who said; 


"at tho time of nogotiationa leading up to Chapter 
5 of 1897, and in the course of the discussion in 
the House of Commons reference was made to the 
question of monopoly. This clause was Included 
to ensure that Canadian Pacific was not granted 

a monopoly position. Moreover, any railway com-~ 
pany that wished to build in southoastern British 
Columbia would have been able to secure a charter, 
Indeed, referonca to the legisiation shows that 
chartery for this purpose were granted subsequent 
to 13807," 

(Vol. 14 ~ 1916/7). 


The evidence of Mr. H.C. Reid was conclusive that Canadian 
Pacific did not acquire its interest in Consolidated Mining and 
Smelting under the terms of the Crow's Nest Pass agreement (Vol. 14 - 
1936). Mr. Reid said: 

"On more than one occasion it has been said that 

the intorest of Consdian Pacific in Consolidated 

Mining and Smelting Company of Canada, Limited, 

arose from the Crow's Nest Agreement, This is 

absolutely wrong. Tho interest of Canadian 

Pacific in Consolidated Mining and Smelting was 

in no way connected with the construction of the 

Crow's Nest line. Canadian Pacific's interest in 

Consolidated Mining snd Smelting had its beginning 

ag a speculative fuvestment acquired originally by 

purchase and added to by purchase of stock from time 

to time in later years." 

(Vol. 14 - 1936), © 

Dr. Britnell fox Saskatchewan suggested that the investment 
in Smelters was there for the taking as a consequence of the public 
assistance given towards the building of the railway line (Volume 87 - 
15031). In the first piace, it should be noted that the method of 
granting subsidies in aid of railway construction was that followed 
in the early railway construction in Canada, In other words, there is 
nothing unusual in tho fact that a Bubsidy was given for the constru- 
ction of the line. Secondly, to say that Canadian Pacific was enabled 


to acquire an interest jn Consolidated Mining and Smelting because of 


the 1897 agreomont is the equivalent of raydng that if, whon Canadian 
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Pacific constructed 1ts main line through Sudbury, it had invested 

in shares of International Nickel, thon the dividends from that company 
should now be taken into uccount in fixing fred whit rates. Such a 
suggestion ig manifestly absurd. There is no connection. whatsoever 
between the dividends Canadian Pacific now veceives from;Consolidated 


Mining and Smelting and the Crow's Nest Pass agreement, 


Canadian Pae’fic received a cash subsidy of $3,404,720 
(Exhibit 94, line 7) and a land grant sold for a net amount of 
$1,834,498 (Exhibit 56, ‘line 57). YTho cash subsidy represents 
approximately one~third of the cost of construction of the Crow's 
Nest line. iGrenvar..1t should not be overlooked that the Govern 
ment received from Canadian Pacific 50,000 acres of Adaleneantae lands, 
Dr. W.L. Morton, called as a witness by the Province of Manitoba, 
agreed that the cash subsidy was not out of keeping with what was 
the usual aid for matters of that kind at the time, and further, that 
that much cash and land was sumetimes given without any further 
Obligation on the railway but to build the line (Volume 30 - 4447). 
Clearly, the Ghee a Nest subaidy cannot be considered as either large 
or providing an a ae or unusual benefir to Canadian Pacific. 
What was unusual were the obligations Canadian Pacific was required | 


to assume. 


There have beon suggestions that the land and cash received 
by Canadian Pacific for the obligations it assumed under its original 
contract of 1880 must be considered in denling with this issue. The 
contract dealing with the construction of Canadian Pacific is a separate 


transaction and has nothing to do with the grain rate. issue. 


JUST AND REASONABLE LEVEL OF RATES 


— 


The Canadian Pacific submission is that a just and reason= 
able level of rates for grain moving. to gxport positiays in Western 
Canada should be determined by normal rate making procedures and 
placing the rates in their proper position in the rate structure, 
The principal witness for Canadian Pacific on the proper level of 


the statutory grain ratos was tte. J.M. Roberts, Genoral Traffic Manager. 
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The evidence on these rates should be considered in the light of the 
principles of railway rate making described by Mr. Roberts and fonnd in 
Volume 23 - 3261 to 3298 and 3362 to 3377. The evidence with respect 

to the level of rates which would be just and reasonable for the movement 
of grain to export positions in Western Canada will be found beginning 


in Volume 24 - 3379. 


~Mr. Roberts pointed out that as vates on statutory grain 
had remained fixed since 1927 and are at the level established in 
1899 or lower, these ratos had not retained their proper place in the 
freight rate structure (Vol. 24 ~ 3379). In determining a level of 
just and reasonable rates, Mr. Roberts’ basic approach was to establish 
a level of rates which would put this grain traffic in its proper 
place in the freight rate structure (Vol. og ~ 3380). To do this, Mr. 
Roberts began with the face that grain and pees products have always 
been rated at 8th class (now Column 30) in the Canadian Freight Class- 
ification. Mr. Roberts then examined the relationship between the’ 
Crow's Nest Pass rates in effect on September 1, 1899, with the then 
existing 8th class rates for similar distances and found the grain 
rates to be some 40% of the 1899 8th class rates (Vol. 24 — 3384 
and Exhibit 83). A comparison of the Crow's Nest Pass rates with 
the 8th class rate in effect in 1927 was then made and it was found 
that the Crow's Nest Pass rates were some 32% of the 1927 8th class 
rate (Vol. 24 - 3393 and Exhibit 84). The Commission will remember 
that in 1927 as : result of the 1925 legislation, the statutory rates 
on grain, whether originating on branch lines or on main lines, 
together with rates on grain moving to Pacific Coast ports for 
export were fixed on the basis of the 1899 main line level 


of rates applicable to grain moving to the Lakehead. 


The application of either 40% or 32% to the present 
Column 30 rate for a number of representative shipping points in 
Western Canada showed differing percentages of disparity (Vol. 24 - 
3398 and Exhibits 83 and 84). Mr. Roberts explained that the pro- 


gression of mileage blocks under the statutory grain rato scale is 
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not regular and so a simple applicition of either the 40% relation~ 
ship or the 32% relationship to the present Column 30 rate would in~ 
crease the rate unevenly as between various shipping points (Vol. 24 - 
3400/01). In view of the irregularities in the statutory grain 

scale, Mr. Roberts considered the construction of an entirely new 
scale with a smooth progression, but he discarded; this theoretical 
approach on the ground that it would have uisturbed tn some degree 


long-established groupings (Vol. 24 ~ 3398). 


In order to avoid disrupting the long-established groupings, 
Mr. Roberts then turned to a consideration of applying an increase 
to all rates based on an increase to the rate at a key point. This 
involved the selection of a key point, and after considering the rani te 
of Winnipeg as against Regina, he selected Winnipeg as it was the key 
point when the export grain rates were first established at the time 
of the Crow's Nest Pass Se reenant (Vol. 24 ~ 3407). Then, using the 1927 
relationship of the Crow's Nest Pass rates to 8th class at Winnipeg, 
namely 31.1%, (see Exhibit 84, line 1) and applying this percentage 
against the existing Column 30 rate on grain from Winnipeg to Fort 
William, Mr. Roberts got a rate of 28¢ per 100 pounds or an increase 
of 100% over the present statutory rate from Winnipeg. He then tested 
the application of a 100% increase in wapae from Regina to the Lake= 
head and from Calgary to the Pacific Coast ports and concluded that 
this gave a just and reasonable level (Vol. 24 ~ 3405). The 1927 
relationship was chosen in preference to the 1899 relationship because 
it reflected the year in which the present rates became effective as 


statutory rates applicable to the entire movement (Vol. 24 =~ 3401). 


Mr. C.L. McCoy, Assistant General Freight Traffic Manager 
for Canadian National, gave evidence as to a proper level of rates 
for statutory grain traffic on behalf of Canadian National. He 
made a comparison for he years 1951 to 1958 of the average haul 
per ton and revenue per ton mile for (a) all traffic excluding grain 
and grain products; and, (b) grain and grain products and pointed 
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"It is interesting to note that while the average 

lengths of haul have not changed materially over 

the years, the revenue per ton~mile relationship 

of the grain and non-grain traffic has changed 

from a ratio of one to three to one to four, thus 

reflecting the failure on the part of the grain 

traffic to absorb increased operating costs." 

(Vol. 21 = 3024/5). 

Mr. McCoy adopted a 1927 relationship of grain rates to 
class rather than the 1899 relationship (Vol. 21 ~ 3039). He 
said that an increase of 123% in revenue would be required tc 
cover Canadian National's total costs. He summed up his evidence 
as follows: 

"Consequently, we have submitted the information 

on rates past and presently applicable in Canada 

and in the United States along with an indication 

of the level that established rate~making principles 
would suggest, in order to assist the Commission 

to determine what would be a just and reasonable 
level of compensation," 

(Vol. 22 = 3072/3). 

Describing Mr. Roberts’ evidence as to a proper level of 
rates for export grain as a “rate .comparison"”, which is far from 
being a complete description, Mr. W. B. Saunders questioned the method 
of using a percentage of first class "as a yardstick to determine 
what a ‘normal’ rate would be". (Vol. 117 = 19453). It should be 
pointed out that historical relationships to class rating and level 
have been maintained on most commodities except where competitive 
factors are controlling. The important point, as Mr. J.M. Roberts' 


evidence shows, is that the proposed level developed through relation~ 


ships, was tested against a number of factors including cost. 


It is to be noted that Mr. Saunders, in discussing the 
elements to be considered in determining the: just and reasonable level 
of a rate, supported the principle of rate relationship as well as 
cost. Mr. Saunders said that one of the e€lements in determining a 
just and reasonable rate is to look at the rate under study relative 
to the rate for another movement of that commodity or a related commodity 


(Vol. 127 - 22016). 


Mr. Roberts' evidence described in detail the tests he 


applied (Vol. 24 - 3407 to 3435). It will be sufficient here to 
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indicate the general nature of these tests; 

(a) The level of rates was tested against the cost of 
moving the statutory grain (Vol. 24 — 34038). 

(b) The revenue per ton mile, which would be realized at 
a just and reasonable level of rate for statutory grain traffic was 
tested by a comparison of this figure with the revenue per ton mile 
of all other traffic for 1958, excluding atatutory grain traffic 
(Vol. 24 - 3413 to 3416). 

(c) The proposed level of rates was tested with the level 
of rates on domestic grain within Western Canada (Vol. 24 ~ 3417). 

(d) As the proposed level of rates could not be tested 
with other traffic in Canada having similar characteristics because 
there is no other comparable commodity, the proposed level of rates 
was tested against rates for the movement of grain and grain products 
in contiguous territory in the United States (Vol. 24 - 3422 and 
Exhibit 47) and in particular, against the percentage changes of the 
U.S. rates since 1927 (Vol. 24 = 3426 and Exhibit 85). Exhibit 85 
shows that the percentage increases in the U.S. rates to Duluth, Minn. 


and Seattle, Washington, ranged from 104.2% to 119%. 


Based on his experience, Mr. Roberts' appraisal was that 
a just and reasonable rate level for the movement of grain to export 
positions in Western Canada would be a rate which would produce an 
average revenue of 1¢ per ton mile ~- that is double the statutory 
rate level. The various tests, including cost of moving the traffic 


were used hy him in his appraisal. 


Mr. Edsforth agreed with the proposed level reached by 
Mr. Roberts. He said; 


"very frankly, on a just and reasonable rate level, 
that rate in Western Canada should be at the level, 
as we say, averaging about 1¢ a ton mile, and that 
is what the shipper should pay." 

(Vol. 119 - 19725). 
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REVENUES AND COSTS OF MOVING GRAIN TO 
EXPORT POSITIONS IN WESTERN CANADA 


Basic to a just and reascuable rate level for the movement 

of grain to export positions in Western Canada is the determination 
of the long term variable cost of handling the traffic ~ such costs 
set the floor. The importance of the traffic from a volume standpoint 
also makes it necessary to determine the reasonable proportion of 
Benstant costs attributable to the traffic. Segregation of the 
variable costs between those varixble ove, selected periods of time 
cannot be made with reliability. As the statutory grain movement will 
continue for the foreseeable future, development of costs on a short- 
term basis are meaningless. This principle was accepted by Mr. Banks. 

"Mr, Sinclair: My point is this; in cost determination 


fer fhe movement of a body of traffic, that is a 
representative volume over time that’ does not vary too 


greatly, it would be meaningless, I suggest to you, to lock 
at short run costs to try to determine what would be a 

just and reasonable level of compensaticn, 

Mr, Banks: Are you referring to Crowsnest grain, Mr. Sinclair? 
Mr. Sinclair: I will take iron ore from the Mesabi Range 

to Duluth, if you like, or steel products from Pittsburg 

to Chicago or onions from Michigan to Boston. 

Mr. Banks: I would agree with your general position 

subject to review in each situation that long term variable 
cost is the proper cost to be used in setting durable 

traffic movements whose flow will continue into the traffic 
future throughout the year." 

(Vol. 130 = 22295) 

Major changes are not foreseen in the way the grain traffic can be 
transported because the present method provides the most economic and 
practical method of moving the traffic from country origins to 


export positions. 


The railways developed and piaced hetcre this Commission 
what is probably the most intensive raitway cost study which has 
ever been done. The railways could have accepted methods and 
procedures which have been used by the Inverstate Commerce Commission 
in the United State:.. They decided that because of the better data 
available to them and the application of more advanced techniques, 
it was possible to introduce refinements, In their study, the railways 
have used the best techniques and analyses which are available. 
Techniques alone are not enough, however, and consequently they 
were used in conjunction with a knowledge of railway operations 


and the factors which influence the behaviour of costs. 
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Mr. Banks, the chief spokesman for the cost presentation 
of Manitoba/Alberta, stated; 

". . , in my opinion, the cost analyst has got to 
work. with the operating and maintenance people on 
the railroad if his results are to be meaningful". 
(Vol. 130 = 22299). 

Canadian Pacific introduced to the Commission the members 
of its staff and consultants who were responsible for its grain 
cost study. The Canadian Pacific staff included W. J. Stenason, 
Director of Economic Research, who directed the study; P. A. Nepveu, 
Assistant to Comptroller, Special Studies; L. K. Smith, Assistant 
to the President, a specialist in railway operations; J. M. Bentham, 
Engineer of Track, a specialist in Road Maintenance; H. W. Hayward, 
Works Manager of Angus Shops, a specialist in Equipment Maintenance, 
H. G. McGinn, Assistant Superintendent, Winnipeg Terminals, a yard 
specialist; and members of the Department of Research who are 


engaged in cost and statistical analysis ona full time basis. 


The railways retained as consultants Dr. Ford K. Edwards 
who is acknowledged as a leader in railway cost finding in the 
United States and certainly one having substantial experience; 

Mr. C. W. Smith, an outstanding authority in public utility finance 
and accounting, who has appeared in numerous cases on behalf of 
tribunals as well as parties; and Dr. William C. Hood, the railways‘ 
statistical consultant, who is possibly Canada’s outstanding 


econometrician. 


The cost study of Canadian Pacific in detail has been 
before this Commission, Manitoba/Alberta, and the Grain Handling 
Organizations and other interested parties for some 15 months. 
Numerous conferences and discussions have been held between the 


various consultants, and voluminous correspondence was exchanged. 


The co-operation given to interested parties by the railways 
in making available detailed information was indicated by Mr. 
Macaimmie, Counsel for the Grain Handling Organizations, at 


Vol. 129 - 22269. 
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"... and before leaving I would, on behalf of Mr. 

Saunders and his staff as well as the organizations 

that I represent, like to thank railway counsel 

and their Mr. Stenason and Mr. Bandeen for the 

co-operation we have had ... While we had our 

quarrels, we are completely satisfied with the 

treatment we received." 

Canadian Pacific welcomed suggestions to improve its 
study. The suggestions put forward by con :ltants of the various 
parties which improved the strdy were incorporated at Vol. 66 - 


11654. 


Manitoba/Alberta and the Grain Wandling Organizations in 
later presentations advanced suggestions for additional refinements. 
These were included in the substantive cost case of Manitoba/Alberta 
and in the critigue put forward by the Grain Handling Organizations. 
The substantive cost presentation of Manitoba/Alberta grossly 
understates the work required and costs involved in the movement 
of grain to export positions in Western Canada. Substantial errors, 
some of which have been acknowledged by Manitoba/Alberta, have been 
made in their study without which their unrealtstically low figure 


for variable cost could not iuve been arrived at. 


The Grain Handling Organizations did not develop the cost 
of moving grain. It is apparent any study they could support would 
prove that statutory grain traffic was non~-compensatory. Rather, 
they attempted to cast some measure of indefiniteness about railway 
costing. This is in spite of the fact that the consultant ef--the 
Grain Handling Organiastions admitted under cross-examination that 
studies less precise and refined than that advanced by Canadian 
Pacific before this Commission had been used and relied upon in rate 
decisions involving substantial sums, Moreover, Mr. Saunders admitted 
he had used average instead of refined data and was quite confident 
in presenting the results in asking that the I.C.C. take action 
based on the studies he had made (Vol. 127 - 22007/3). The criticisms 
and suggested refinements advanced by the Grain Handling Organizations 
were shown in the rebuttal evidence of Canadian Pacific not to warrant 


a change in the cost study. 


WANA CAN Se ser owe e, hee tka 
‘ a : Ci plywe a a A 
cri eet a ae AG, ts ted yen 
Palen | aoe wa: THR. inte 
. f yhretgied " wy Easy * 


i 


} \ i: CE we 
’ ' "I \% ik p sien en vv hae ‘ “ate 
; i. . ‘ + ream y . 
toh Sole igaus bs arevhm | maibainon 
Lh us 4 roe us 
4 * ‘ J if % 
EAL ae PT whet Sa) 
a ; ete wes Pein, ee 
, e: ( li« wis én + 4 1% ot hy ‘ ‘1 4 at 
f = ‘ pA oS 
- ere csr r \ An Oa 
: y a ; 1% 7033 pli 2 A; | pe ra Af 
a a) Na ; 
; rh i, ae aan i r if ? 2 aa yi oy a nik f ie 
kuin cw gah ote 
. $ uw a4 , v7 
® ’ 5 a, 
mote cee 3 teuNs oe: 
A he aad 4 200 ove neldwie 
a ! ‘ j 
% , is ng Ne i) ie | 
tt 3 sae xlods 2 
7 
ruts 290 bLbog tee altel 
Nyaiere 
Le iy nl 
+ £44 A, A alia iaap yt 
te 
; Diet. 
3 Tra netid at Oh)” aie 
; ee 
Zs eis. | 
| OY ety, Peeautatanc 
@ Tia, 
s ‘ \ 
mi i+ ‘ ro iy 
wg, 
AS Vregs 
f y ve i ’ y 
: ; 
7 aa 
aes 4 ‘ ‘ % F 
t 
PT i cw, hin 
qe s ¥ “4 
; oe » iy ha Detiaet a. 


‘ wire ay } i nore ivf ee a OB ‘ y : 
7 | | ae shy AD eR RD sy Pope 2 


Jpl get Jaeny wits eh il Bite 


< > “* 
9 


‘ mieidrs | f : XS Get a eee) |) obi a 29358 
: , : f , 1 | a 
Stari: 3 — fy ey rth ‘ f - = 
my ‘ e - A? ‘aaF ty ite ' dir 7 i? 22 re : ‘ bene, a + am ver = 


| ob aidiee ou ‘Nana, nati Py irae dal 
ret a ener ere 
"ie. haere Tite 


Wey Mr. Ulmer, “Mi. Gs Wf. BOorte, and Mri'"R, ,. Banks 
appeared before tne Commission on behalf of the Provinces of 


Manitoba and Alberta. 


The year 1958 was used in the cost studies of the railways 
with adjustments to bring both revenues and expenses to the 1958 
year end level. A comparison of the volume of grain and grain 
products handled in Western Canada by the railways in 1958, with 
the average of the 10 years, 1949 through 1958, showed that 1958 


was a representative years. This has not been challenged. 


‘Costing is not new to Canadian Pacific. In common with 
other railways, Canadian Pacific has used cost finding in pricing 
and for control purposes for many years. The costing methods 
placed before this Commission in the.Crow's Nest Cost Study have been 
used by Canadian Pacific for some time in studies for management, as 
well as in applications before the Board of Transport Commissioners. 
Improvements in methods have been developed over the years and 
Canadian Pacific has incorporated these improved methods in developing 


the cost of moving grain to export positions in western Canada. 


Mr. Saunders (Vol. 117 - 19463) said that the Canadian 
"grain study is an important contributiur to the art of railroad 
cost finding". Dr. Edwards (Vol. 74 - 12021) stated that the grain 
cost study "ranks very high near the tops, or maybe at the tops, 


of all studies made". 


Mr. Saunders assessed the studies this way; 


"Mr, Sinclair: But in making these special studies in 
the cases you have been associated with and in the cases 
that you know like the Southern Governors’ Grain Case 

and the intensive cost study you did,. you did not make 
nearly as many special studies or introduce the traring 
to the degree that was) done bythe r¢éilways in this grain 
case study which is before ‘this Commission, 


Mr. Saunders: No sir. I have a:very high opinion of both 
studies as techniques and as an advance in the art and 

so forth. I have never suggested that they had not done 
fine work," 

(Yols 127764223010) 
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Dr. Ford K. Edwards expressed the view that the "grain 
movement uniquely lends itselt to costing”. He explained that 
although grain is gathered over a wide area, its movement from the 
yarious country origins to a limited number of export positions 
becomes channelled over well-defined routes and through terminals 


(Vol. 19 = 2648). 


Mr. R. L. Banks said that "the realistic objective of 
railway costing is to establish a reasonable identification between 
traffic and costs. Grain lends itself to this objective. (Vol. 116 - 


19261/2). 


It would seem appropriate to now summarize the principles 
of cost finding as they have been paced “béfore this Commission 
and to review in some detail the methods tsed by Canadian Pacific, 


the criticisms advanced, and the deficiencies in such criticisms. 
Revenues 


Revenues from the movement of grain direct to export 
positions at Fort William and Vancouver were readily avazlable 
from the waybills. The revenues from grain and grain products 
moving under the stop-off privilege were developed through 
analysis of separate waybills covering movements to and from the 


mills, 


No one has challenged the revenues developed by Canadian 
Pacific for the wovement of grain to export positions in Western 
Canada except in regard to the inclusion of milling-in transit 


revenues and expenses, 


A study of the revenues and expenses of grain to export 
positions in Western Canada must include all revenues earned and 
expenses incurred in moving the traffic from origin. to export 
positions. Revenues from milling-in=transit and associated costs 
were therefore included in the Canadian Pacific study, as milling~ 
in-transit is an integral part of the movement of grain to export 


positions in Western Canada (Vol... 132: + 22505). 
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Principles cf Costing 
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Railway costs are divided into two categories: variable 
and constant. Variable costs are those which can be traced to 
changes in traffic volume, and in addition include solely related 
costs. Constant costs, on the other hand, are those which have not 
been traced to changes in traffic volume, However, they are no less 


real than the variable cost, 2° mast be recovered from revenues. 


Variable Costs 

The variable costs of the study traffic are those which 
are present because of the movement of the traffic under study and 
are traceable to that traffic. Changes in the volume of traffic 
handled affect train operations and consequently fuel and crew wages 
immediately. Similarly, such items as loss and damage and grain 
doors, vary directly with the traffic under study. Development 
of these costs is easily secured through use of direct costing 


methods. 


In other cases, the time required for adjustment in 
expenses to changes in traffic volume is somewhat greater. For 
example, adjustment of investment in freight cars to changes in 
traffic volume can be achieved in a relatively short period because 
of the large annual turnover of investment in freight cars. Road 
property investment, on the other hand, requires a somewhat longer 


period of adjustment to changes in traffic volume, 


Where cost is incurred jointly, the technique used to 
determine variability of the expense with each of the appropriate 
output units is multiple regression analysis. The consultants for 
Manitoba/Alberta and the Grain Handling Orgamizations have recognized 
and accepted multiple regression analysis as the proper technique 


for separating joint railway ¢qosts. 


The position of Mr. Saunders, on behalf ot the Grain 


Handling Organizations: 
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“Mr, Sinclair: I think you have indicated to the 
Commission this morning that you much prefer and you 
think that the work done by the railwaye here in tracing 
by he chan analysis is to be preferred over that 
method. Mis 


Mr. SRunders: The technique of regression analysis 
is to be preferred. 


Mr. Sinclair: And that the work done here by these 
railways -- would you rather have had the type of study 
which you did -- Forni A -- than the work that hes heen 
done? 

Mr. Saunders; No, { think this approach is better.” 
(Vol. 128 - 22065) 

The position of Mr. Banks on behalf of Manitoba/Alberta ; 
"Nr, Sinclair: But notwithstanding these problems they 
present, Mr. Banks, we agree, that even with their 
failings they are a marked advance over the techniques 
of averaging and matters of that kind that had been 
used heretofore? 

Mr, Banks: By that you mean multiple regression techniques? 
Mr. Sinclair; Yes. 

Mr, Banks: In the areas in which they have been applied 

in this proceeding, yes, sir.” 

(Vol, 130 - 22301) 

Where the degree of variability has been established 
or where data for direct or regression analysis is not available, 


allocation is the method used. In the grain cost study, for example, 


"Traffic Expenses” were developed by the allocation method. 


An important element of the variable cost of any category 
of traffic is the cost of maintenance and investment in the plant 
facilities which are solely related to the traffic involved. Dr. 
Edwards said: 

"Any severable fixed plant facility becomes solely related 
to the traffic using such facility when such facility and 
its continuance is occasioned by the study trafirtic.. (In: 
short, @ branch line is solely related to the study traffic 
moving on such line when the reveruceé from the nom-study 
traffic are insufficient to alone warrant the continued 
operation of the branch", (Vol. 19 - 9743/4) 

He said further that the principle of charging the cost of 
such fixed plant facilities as a variable cost of handling the study 
traffic requiring such facilities had been adopted by the Interstate 


Commerce Commission cvst staff as far back as 1941 (Vol. 74 - 13042). 
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Following the page reference just made, Mr. Mauro, 
Counsel for Manitoba, suggested to Dr. Edwards the concept of 
solely relatedness was the concept of Dr. KRdwards and had aot been 
accepted by the Interstate Commerce Commission and further that 
in the cases in which it had been advanced, it had heea strongly 
opposed, including specific opposition from kv. Gilbert Parr. 
At Vol. 74 - 13045, Dr. Edwards, in answex to Mr, Kouro, dealt with 
it in this way: 
“pr. Edwards: Well, Mr. Parr was, of course, second in, 
charge of the Cost Section and assisted im their preparation 
of the case away back -- the 28,309 class rate case, 
wherein this principle was laid cut and the inclusios 
of the branch lines in this concept was spelled out 
as well as in the coal and ore wharves. So we had no 
internal questions or problems in the cost section on 
that matter at that time." 
It is significant that Manitoba/Alberta, although 
suggesting its validity bas to be shown, included costs for solely 


related plant in their substantive cost case, The comcept was 


not challenged by the Graim Handling Organizations. 


Mr. Stenason explained that every branch line operated 
by Canadian Pacific in Western Canada wis examined to determine 
whether or not that line would have been built or maintained 
were it not for the handling of grain or, in other words, whether 
or not it was solely related to the handling of grain, He fully 
described the three tests which were applied to each branch Lime 
the economic test, the operating test, and the preponderance of 
traffic test. The study algo imcluded am examination of maiu 
line facilities in Western Canada, such as sidings, yard and 
elevator tracksge, to determine those solely related to the  . 


movement of grain sod grain products (Vol. 18 = 2559/2583 ). 


Counsel for tanitoha during crogs~examination of 
Dr. Kdwards suggested that under the coucept of solely-relatedness, 
the lines in a region might be treated as solely related to the 
traffic originating or terminating in that region. This suygestion 


was effectively answered by Dr. Edwards, who said that the concept 


ree 
\ 
- 


? bo Sic ner is 
1 it. ‘ i f a wy \ > 
shod % tes neta ou 
| Ne 
aK | wis ante. $ ; , : 4 : }, ' ol wy he Ys a ba ok ‘aud 
tar dy ; A | A, is hen nt sis 


iy 
» SEO i Ae wt ole 2 ae age ou ae be ae Bi 


<x 


at 


= ( ’ 
“et 
ie 
i " 
i ? ids | ; ‘ an 
¢ ( i 
i} » 
r h a 
ip SAN BORED ely 
4 anys i { 
{ Me 4 dae o ‘ ube fii a 
'. eu wey 
m , in 
Kr Eil tian @ 

“ 

4 ’ 

iy i 7 uy 

¥! » » cy 
k .¥ hPa aide * a sit ‘a 
4 


it 


Br ts RO) yi 
Le " ‘ it ‘ Ls aed eer" ‘ wee 
: 4 { 1 4 ta tay be ‘ Pd, gars 
is ; tek 11 o. vet 
4 a ; 7 y  ' , . mee | = 
ta fim a hiewts — alg note 
} 1s gl’ “e y Le , im 7 4 
: ay ah ee es ef ms a Lads 
+ i ; 
, a tit ge, orn 


q) j ie a ' at I i atts bed bate ye 4 
; ba ae T Wil £5 3 eis Ty Oly 40 ‘tet 
yt ee 
a 4 dont 


vlarh Jo wae pelad eee! Sot) tog" ti iy 


\ ny * i 4 " * _ ’ in in 
; ; | aes ond slot qleloe way 4 


2 : i 4 ary f { 
i wit 1 Ww ee ee 
be Ye er Rhy Mi B 
ie ‘ 
a ¢ j i ¥ 1 } ‘a ‘et 4 
. 
¥ 
i 
4 4 
#3) ‘ @ “9 { 
. sy : 
5 : + " RY bp! > we 43 
fy J 
; “9 


oy ena poh an ¥ 


- ate a 44 
"t 


tho 


of solely-relatedness applies only to severable facilities, that 
is, facilities that could be detached from the system without 
destroying the system (Yol. 74 ~ 130861). Counsel for Alberta 
attempted to develop the position that the capital invested 

in solely related branch lines has little altermate dae other 
than salvage or relay value of the track. He attempted to 
establish that it was ineorrest to include in the sixe related 
costs for solely related lines the cost of money on the investment 
in these lines. Counsel for Alberta failed to distinguish between 
the concept of “sunk investment’ in abandonment decisions and the 
concept of cost of money on investment in solely related lines 
which must be renewed to accommodate the requirements for the 
continuing movement of a particular category of traffic. This 
distinction was made clear by Mr. Stenmasou in cross-examination 


(Vol. 68 = 12127/31). 


Mir, Banks (Vol, 130 ~ 22308) referred to the recent 
examiner's report of the Interstate Commerce Commission im the 
Transcontinental Divisions case. The examiner’s report stated 
that - 

wwe are unable to accept the theory that a proportion 
ef 56% of such traffic om a branch indicates such @ 
degree of dependence thereon as to justify the 100% 
assignment of costs as the Befendents contend.” 

The circumstances of the Transcontinental HPivigions 
case were markedly alflerent from these which confront this 
Commission in rogard to solely related grain lines. Canadian 
Pacific did not use a proportion of 50% traffie in determining 
whether a line was solely related. The welehted average 
percent of grain net ton miles to total net ton miles originating 
and terminating on the solely related lines was 82.4 percent, and 
on only 2 few lines was the percentage of grain to total traffic 
originating and terminating on the line less than 70 percent. 
Furthermore, Canadian Pacific did not charge 100 % of the costs 


of the line to the study traffic. Rather, it allowed a net 


“Pies 7 BO ees eR 
cm Lea LA +259 imasuso 3 i’ ‘eal = oe j 
PP es Bit Lins es mia 


dala faviqas ea)’ ets abe 


‘Pedic ead waieiadea wt Att aed titete a 
5 igh 1 
BY v 


‘ uy 
’ Pry eee be F 


: Y ‘ ) ih hy ute! 
Py Ree Sa ne 0 fh ae eae he suitay’ - 


a Saag 
a 


? 
r 1% P a ’ nee va ha 
» ‘ 2 * 7 ae | 3 
nay See abees pela wy s he loi sla,» ae Somme Ga’ a ‘ead a 
“ y y : e os re ny an "hs a ; 
ee i oy i . m™ hd , ? 


ao (eno Be! dome wis Bane ® tates iota mot 


ae 
, ? . er afi Pe. 
re -*) P ‘ 7 y 


ig S rad: wif SH PRs ' yay Pe ? aah 4 ra Sok | r a Ih actac 


RS Bee Oy ie BOT ROT eee ef “Prato vant in 


ke ; i ie Fae lon i iH e3naeei ay ve Sik? ws to tego, to tqe 
| ~ : eM "A 
"> var! if FEL Y IN oy og bewvaens: ‘ad ‘sim dot 
i oy 7 a - 
Bey Oh DT eet Se Y so peta ted wok pe ae & ' 30 today ne getuating 
7 i , 1 ive ; 
Hottase. ee en ee 13% 9 owed bets, pree dew oc sonata 
‘ 7 | | (ee\rerer ~ 60 
q B a 
btery a » ~— iv i, 2 oo Oi ani nN Pi (i \F 4) | 7 GE} oat 
Lumen? @y'y OS etateiateal ead to, Frege, e tem 
he ¥. oe oS RUOSMEVEG Tere orton 
GOVLS 14 , Re? ods Mysope ot by ona ait 
WUD teat Ris. tye B  abeyey pod RAG Otter RE My Re m2 av Va’ re, 
Cl at white i, OF tae) Meee dt GOMenmngoh | ih en ae 
4 Dees ge Tie Saket edd es aleoo Bh! Thomagtnns 
iy i y ; hilies | i > ms 
; x - if , H j vd i Ay 7 hae ‘ P Y “f 1 h it 2 , ws . 


AA MET OM Dae kee Oui i WU Lt OT ' a es 
h Les’ | ¢ PAY pe, on t 


Tout? £6 . bert am nor ty 


14ED " toatl oy O¢irahs a nea 
eet Ay) ) Hf 
ae + Dediialioe: ede ah clk ds ¥ Defoe © new, oat 
hy ‘LT Hale tee eat le. i d Pym Lei" oe not bay tet —_ ah: Be 
me ; : : 
iso Tasty & Ge. taw aenhh Wes ater» 
ae 


Pita Lated ot staan Be pica on, son 
7 -ldenmeg:, Th packet pies « sek to) 


7) * was ett 


shal Re 
Satna ty hie M9 


revenue credit trom the movement of the non~grain traffic 
originating and terminating on the solely related lines. Therefore, 
the remarks by the examiner in the Transcontinental Divisions case 
do not apply to the use made by Canadian Pacific of the selely 


related concept. 


Mr. Saunders stated (Vol. 11% ~- 19482) that it was found 
that trackage treated as wholly charged to grain was being taken up 
while grain traffic is still moving. He suggested because of this 
excess capacity was being charged to grain. Canadian Pacific has 
shown (Vol. 132 - 22501/2) that Mr. Saunders reached this conclusion 
because certain passing and yard trackage on solely related lines 
were being removed while other tracks were being lengthened. This 
is part of minor adjustments to plant which are continually made 
by operating officers of the company to meet changing requirements 
of operations, operating procedures and traffic pattern. It does 


not prove excess capacity. 


In summary, the solely related concept has been accepted 
by the I.C.C. cost section. The Grain Handling Organizations 
have not objected to its use. Manitoba/Alberta used the concept 
in developing their figure, Comments made with reference to use 
of the solely related concept by examiners in the Transcontinental 
Divisions case in the United States are not applicable to use 


of the concept by Canadian Pacific. 


Constant Cost 

The rate charged for any segment of traffic must cover 
at least the variable cost and something more if a burden is not 
to be placed on other traffic or on the railways, or both. 
Cross-subsidization is involved if the revenues received from a 
segment of traffic a5 not meet a proper proportion of constant 
costs. This can become a burden when the traffic under con- 


sideration constitutes a large proportion of total traffic. 
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Constant costs represent the difference between the 
total costs and the total variable cost of freight and passenger 
traffic. Mr. Stenason said that the passenger deficit had not been 
taken into account in the development of constant cost, He 
explained that his treatment of the passenger deficit was in 
accordance with Canadian Pacific's position that the problem of 
matching revenue with the varixble expense of operating poccemger 
trains was a managerial one (Vol. 18 ~ 2579). The position of 
Canadian Pacific with regard to passenger was made clear by 

\ 


Mr. Emerson when he appeared before this Commission (Vol, 109 ~ 
18252/3). 


In the Canadian Pacific study, constant costs were 
allocated to grain on the basis of the proportion that the variable 
cost of grain bears to the total variable cost ef all freight 
traffic on the system. Dr. Edwards pointed out that the constant 
costs allocated to grain were on 4 conservative basis, and showed 
that, if the Interstate Commerce Commission procedure of allocating 
constant costs on a ton and ton-mile basis, but without including any 
element of the passenger deficit, had been followed by Canadian 
Pacific, the constant costs chargeable to the study traffic would 
have been $11.2 million more (Vol, 19 - 2759). We. Saunders stated 
under cross-examination at Vol, 127 - 22013, that in the Sou thern 
Governors’ Grain Case he used a ton and ton-mile basis for apportion~ 


ment of constant costs. 


The consultants for Manitoba/Alberta and the Grain 
Handling Organizations attempted to confuse the issue with regard 
to the allocation of constant costs. Mr. Saunders has incorrectly 
stated the position of Canadian Pacific when he said that raiiroaa 
management has taken the position that it cannot recover its costs 
from passenger train service because that service cannot bear 
the relevant costs if charged, and thus costs which norma liy 
woulu be assigned to passenger train service are automatically 


kept in the freight column and charged against any freight traffic 
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being studied (Vol. 117 - 19482). Mr. Emerson has made it 

clear that Canadian Pacific is essentially a freight road, that 
freight transportation was the fundamenta1 purpose for its 
construction and passenger traffic was a by-product of the trans- 
portion plant. He then added that it is completely unrealistic 
in considering passenger train service °n Canadian Pacific to 
look upon it either historically or currently, other than 4s 
traffic which is moved on an incremental basis and this, he said, 
has nothing to do with economics or what some people term 


incremental by necessity and not by fact (Vol. 109 ~ 18252/3). 


Mr. Banks said he considered more valid the attachment 
of a share of constant costs to the paswenger train service on 
the grounds that the costs of the two deficit traffics - passenger 
and grain - should be developed and computed in a uniform manner. 
The only analogy between passenger service and the movement of grain. 
traffic is that in 1958 they were both in a deficit position. 
Otherwise, they are entirely different. Passenger service 1S a 
by-product of the railway plant and the passenger deficit is a 
managerial problem which, as demonstrated by Mr. Emerson's 
evidence, Canadian Pacific management has attacked in an aggressive 
manner and is determined to eliminate. Grain on Canadian Pacific is in 
an entirely different position than passenger train service. Grain 
constitutes over 42% of the revenue freight traffic handled by 
Canadian Pacific in Western Canada, It is basic to the plant. 
There are no alternative forms of transportation which can move grain 


at or near the proposed rate levels. 


Mr, Banks, in his attempt to assign a portion of constant 
costs to passenger train service, preferred to ignore these 
differences. Neither Mr. Banks nor Mr. Saunders, however, took 
exception to the fact that a portion of the passenger deficit had 
not been allocated to the study traffic as is normally done by 


the Cost Section of the Interstate Commerce Commissi on. 
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The cost consultants for Manitobs/Alberta and the 
Grain Handling Organizations have said that allocation of constant 
cost to grain must be arbitrary. They did not, however, say 
that grain should not bear some portion of constant costs. Manitoba/ 
Alberta, in their cost study, allocated a portion of constant cost to 
grain. As with the Grain Handling Orgznizations, Manitoba/Alberta 
felt that a portion of constant costs should be allocated to 
passenrer train service before tho allocation to grain is made. 
Canadian Pacific disagrees with this for the reasons discussed 
earlier. Neither Manitoba/Alberta nor the Grain Handling 
Organizations have taken into account the use by Canadian Pacific 
of the conservative percent of expense basis in allocating constant 
cost to grain service. If Canadian Pacific had used the I.C.C. 
method, the costs attributable to grain would have been some 


$11,000,000 higher, as shown by Dr. Edwards (Vol. 10 - 2759). 


Cost of Money 

In the development of variable and constant cost of 
the study traffic, cost of money on investment required for 
movement of the study traffic was included. In the variable 
cost, cost of money was included on the net investment in equipment 
and the variable portion of net investment in road property and 
on the net investment in solely related facilities. In constant 
cost, cost of money was included on the constant portion 
of the net investment in road property. The net investment in 
Canadian Pacific railway property was determined by the Board 
of Transport Commissioners after an exhaustive study and examination 
of the records of the Company had been conducted over a period 
of several years by the financial advisers of the Board. The 
net inveutneht in railway property of Canadian Pacific is maintained 
in accordance with the prescriptions contained in the Board's 


Uniform Classification of Accounts, 


One of the considerations of the Board when the net 


investment in Canadian Pacific railway property was established 
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was the determination, within reasonable limits, as to whether 

or not the money had been prudently invested, and whether or not 

it represented outlays in respect of rail property used and useful 
in the enterprise (Rate Base-~Rate of Return Board Judgment, February 


fe. 1954, p. 18). 


Manitoba/Alberta accepted the net investment in rail pro- 
perty as used by Canadian Pacific in its cost study. Their financial 
adviser, Dr. M. J. Ulmer, in dealing with this aspect said: 

"Mr. Sinclair: The net rail investment of Canadian 

Pacific is determined by the Board of Transport 

Commissioners and in accordance with that determination 

and the Classification prescribed by the Board, the 

net rail investment of Canadian Pacific at the end of 

1959 was $1,427,676,210. 


Dr. Ulmer: .Yes,.sir. 


Mr. Sinclair: You are not challenging this net invest- 
ment in the rail of Canadian Pacific? 


Dr, Ulmer: No, sir. 

Mr. Sinclair: You agree, Dr. Ulmer, that the investment 

in the Canadian Facific rail enterprise was made in the 

pursuit of legitimate business objectives by a reasonably 
prudent management? 

Dr. Ulmer: Yes, sir." 

(Vol, 117... 1930778). 

Mr. C.W. Smith defined cost of capital, or what is some~ 
times termed cost of money, as ". . . a cost is expressed as a per- 
centage rate on investment (and) measures the compensation required 
for the use of the capital" (Vol. 20 ~ 2806). Cost of money 
is applied on a gross basis, so that after income tax is paid 
on the equity portion of the cost of money, the amount necessary 
to compensate for use of capital will be available. Mr. Smith 
said that the cost of capital was just as much a cost as the cost 
of labour and that it must be paid if a company is to, continue to 
attract capital. (Vol. 21 - 2965). Dr. Edwards' evidence was 


that the cost of servicing the investment in plant and equipment 


is no less real than any other cost (Vol. 19. ~ 2729). 
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The cost of capital for Cunadian Pacific as developed 
by Mr. C. W. Smith included the historical cost of debt capital 
and preference stock, that is, what it actually was costing 
Medadian Pacific in 1958 to service its debt and preference 
stock. It also includes the cost of equity capital which Mr. 
C. W. Smith said is "... what is required to protect the financial 
integrity of the enterprise and thus permit it to attract such 
capital on reasonable terms and conditions" (Vol. 20 - 2807), 
Mr. C. W. Smith made no distinction between equity capital raised 
through the issuance of stock and that arising from reinvestment of 
earnings because every dollar invested is capital which must 
be compensated whether it came from the sale of stock or through 
re-invested earnings (Vol. 20 - 2876/7). That equity capital 
already invested must be treated fairly or you cannot get added 
increments of equity capital was agreed to by Mr. Saunders (Vol. 128 - 
22167). 


The principle that cost of money is a cost of moving 
the study traffic was not disputed. Counsel for Alberta said that 
it was perfectly proper and right that there should be put down 
in the variable cost something as an expense for the cost of 
capital (Vol. 73 - 12896). Mr. Frawley, however, attempted to 
equate cost of capital with rate of return and, for this purpose, 
referred to 1.C.C. studies of rail carload cost scales where 


return on investment is used. 


In the course of his cross-examination by Mr. Frawley, 
Dr. Edwards said that the I.C.C. used a rate equivalent to 
return on investment in burden studies but "It has never, to my 
knowledge, ever used a figure of 4 percent as representing the 
cost of money in any of its decisions" (Vol. 73 - 12899). In 
the 1.C.C. burden studies, the rate is not used as the cost of 
capital but simply as a balancing item in order that total costs 


and burden equal total revenue. 


Mr. W. B. Saunders, appearing for the Grain Handling 


Organizations, clearly took the position that you could not equate 
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cost of money and rate of return. 

"Mr, Sinclair: So when you are looking for cost of 

money you do not expect earnings to indicate what 

the cost: of money is? 

Mr. Saunders: No, not at all, because I think they 

are two different things." 

(Vol. 128 - 22160) 

The fallacy of attempting to equate rate of return with 

cost of capital was illustrated by Dr. Edwards when he pointed out 
that under this concept if a carrier had no return on its investment, 
then the cost of capital would be zero (Vol. 72 - 12877). The result 
would, in fact, be the exact converse of reality, for obviously if a 
railroad had no return, it would be in a precarious financial position 


and its cost of capital, reflecting that condition, would necessarily 


be higher than for a railway in a profitable position. 


Mr. Saunders fell into error when he suggested that 
the basis of the evidence of cost of money as put before the 
Commission by Mr. C. W. Smith, on behalf of Canadian Pacific, was 
based on a replacement of the entire plant. It appears that 
Mr. Saunders did not object to the 64 percent net as being the 
cost of capital to Canadian Pacific, but that he believed that 
there was part of the plant which would not be reproduced and 
therefore cost of money should not be charged on the net property 


investment as it exists. 


It is important to realize that Mr. Saunders overlooks 
that the net investment upon which Canadian Pacific charged cost 
of capital was the net investment in the road and equipment 
as carried in the books of the Company. Much of this property 
was purchased at a price level very much lower than exists 
at the present time and a substantial percentage of the original 
investment has been deducted through the application of 
depreciation to arrive at the net investment figure. Canadian 
Pacific's position is that its plant does not contain any 


significant amount of property that will not be replaced. In any 
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event, if it was to be taken on the basis of replacement at 
current costs instead of as it is calculated, the investment 


would necessarily be very much higher. 


Mr. Saunders in his presentation to the Commission, 
expressed the view that there was excess mileage \in railway trans- 
portation facilities. He suggested, but could not pinpoint, 
excess mileage being applicable to Canadian Pacific. Insofar as 
Canadian Pacific is concerned, Nr. Emerson (Vol. 109 - 18244) 
refuted the suggestion that there is significant excess mileage 


on Canadian Pacific. 


The Commission will recall Mr. Emerson stating that 
there was substantial branch line mileage in Western Canada 
which would be "candidates for abandonment" unless grain revenues 
were on a proper basis, With revenues from the ecieht of 
statutory grain traffic on a reasonable basis, there are comparative- 
ly few miles of branch lines which would be uneconomic (Exhibit 144). 
Moreover, there are few branch lines where alternative forms of 
transport can provide the transportation requirements of grain 


as economically as rail. 


In order to support their contention that Canadian 
Pacific is not entitled to include as cost of money more than 
it actually earns on its property investment, Counsel for 
Manitoba/Alberta called Dr. M. J. Ulmer. Dr. Ulmer, through a 
series of calculations, coincidentally arrived at the rate of 
3.5 percent, which is exactly the same rate that Mr. Frawley 
as far back as December 1959 said was the maximum Canadian 
Pacific was entitled to earn on its property investment (Vol. LE - 
2605). It is interesting to note in this respect that Mr. Banks 
(vol. 130 - 22393) stated that Dr. Ulmer had been engaged to 


determine the cost of money during the summer of 1960, some 


six months after Mr. Frawley's cost of money determination. 
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In determining the weight to be given to the cost 
of money evi » ze xd what is cost of money to Cam dian Pacific, 
the experience of Mr. C. W. Smith should be contrasted with that 


of Dr. M. J. Ulmer. 


Mr. Smith was at ome time a lull-time staff member 
of the Federai Power Comnission. At the peak of his work for 
that Commission he supervised a staff of 300 accountants, engineers 
and tinancial specialists, together with numerous associated 
clerks and stenographers. Mr. Smith has testified in more than 
75 public utility proceedings, including cases before the Federal 
Power Commission, the Federal Communications Commission and the 
Securities and Exchange Coumission, and also before numerous 
public service commissians throughout the United States. In all 
but three of these cases he testified on behalf of a regula tory 
commission. Eight of the cases in which he testified were passed 
upon by the Supréme Court of the United Seabee He has testified 
before the Board of Transport Commissioners in Canada and has been 
a consultant on financial matters to municipally-owned utilities 
and to privately-owned utilities, to large and small and medium 
gas companies and electric companies aia ober public utilities. 


(Vol, 20 - 2804/5). 


Dr. Ulmer presently is the head of the Department of 
Economics of the American University. His career has been that 
of a lecturer, associate professor and professor in various 
universities and as a journalist, with some work for the United 
States government. His experience in determining cost of money 
in the regulatory field is shown by the following ; 


“Mr, Sinclair: Dr. Ulmer, have you ever been an adviser 
on financial matters to any regulatory tribunal? 


Dr. Ulmer: Yes sir, I have. 


Mr. Sinclair: It is not listed in your qualifications. 
What regulatory tribunal was that? 


Dr. Ulmer: Well, I have -- you say ‘regulatory’, I have 
been an employee of the Department of Commerce concerned 
with financial matters. 
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“Mr, Sinclair: I said a regulatory tribunal and the 
Department of Comierce is not a regulatory tribunal, is 
it? 

Dr. Ulmer: No sir, this was the phrase that skipped me. 


Mr, Sinclair: I will put it again: have. you ever 
been a financial adviser to any regulatory tribunal? 


Dr. Ulmer: No, sir. 

Mr. Sinclair: Have you ever been a financial adviser toa 
Canadian corporation in the public utility field or any 
other industrial field? 


Dr. Ulmer; No, sir. 


Mr. Simclair:: Have you ever given evidence on finance 
or the cost of capital on any proceedings? 


Dr. Ulmer: I have given evidence for the General Service 
Administration amd the I.C.C. in the United States. This 
did not bear precisely on this matter of cost of capital, 
it did bear on certain financial matters. ; 
Mr. Sinclair: But not on cost of capital? 

Dr. Ulmer: That is right. 


ii. Sinclair: Avid any proceedings other than this one, 
have you ever testified on permissive level of earnings? 


Dr. Ulmer: No, sir." 
(Vol. 117 - 19414/5) 

In the light of Dr. Ulmer's experience, it is clear 
that he could not bring to the problem any practical experience. 
He admitted this: 

"MY . Sinclair: - Have you applied theoretical concepts 
to the application of level of permissive earnings that 
you arrived at? : 

Dr. Ulmer; yes, sir." 

(Vol. 117 - 19374/5) 

Dr. Ulmer completely confused cost of money and rate 
of return and the burden of his evidence was restricted to 


suggesting what permissive level of earnings should be considered 


for Canadian Pacific. 


pr. Ulmer im introducing his precis, said; 


"The principal goal will be to present an objective 
detormination of the permissive earnings of the company's 
rail operations." 

(Vol. 115 - 19046) 
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In response to a question by Hr. Sinclair as to 
whether the Commission was receiving as an issue the question of 
permissive level of net rail income, the Chairuan said: 

“The Chairman: We are not invading the jurisdiction 

of the Board of Transport. We are not fixing permilasivy 
level." 

(Vol, 115 - 19046) 

Dr. Ulmer's calculations produced a ptently ek iaades 
figure. He arrived at a figure for equity capital substantially ba baw 
4 percent. Any process which arrives at permissive earnings, mich 
less cost of capital, of under 4 percent on equity ig obviously weroide 
What is being suggested by such a computation is that Canadian Pagitia 
can secure equity capital at a figure substantially below the cost 


of debt money to the government of Canada under risk-free Cauvada 


Savings Bonds. 


It is submitted that fundamental to the consideration 
of cost of money is the evidence of Mr. C. We @nith, 2 man of 
practical experience in public utility finance, who stated before 
this Commission that unless the cost of capital computed by hin is 
included in the cost of moving the study traffic avd actually 
recovered from it, there will be an erosion of capital (Vol. 21 = Sea) 
The maintenance of railways in a financially sound position is ths 
basic premise upon which the freight rate structure In Canada is 
established. If the rates on grain, which constitute Lrow Ous- 
quarter to one-third of the transportation work done by Canadtay 
Pacific, do not return the cost of capital om the plant used tu 
performing that work, then it inevitably follows that there wlil ov 
an erosion of capital, which is the exact antithesis of the pes. -: 


upon which the freight rate structure is based. 
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Neither Mr. Saunders, on behalf of the Grain He ads las 
Organizations, nor the consultants of Mamitobea/Alberta disagreed wit's 


the costing principles used by Canadian Paci£ie im its cost stuar. 
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Disagreements, however, arcvse 3 t development of output units 


and unit variable costs. 


Manitoba/Alberta attempted to show that grain was 
compensatory on a variable cost basis. This was achieved through 
reduction of certain of the important output units which measure the 
work required for movement of the study traffic, as well as by 
changes made to certain of the unit variable costs, including cost 


of money. 


Canadian Pacific showed at Vol. 132 - 22503, the following 
explanation of differences in variable cost by category between 


those arrived at by Canadian Pacific and by Manitoba/Alberta: 


Category | Amount 
Difference due to lower train-miles $ 2,610,840 
Difference due to lower switching~miles 1,033 ,837 


Difference due to Manitoba/Alberta 
regression models 2,863,556 


Difference due to lower car days and 
different method of treatment of 


certain accounts 5,495,467 
Difference due to lower cost of money  §,386,931 
$17,390,631 


Canadian Pacific also showed that the basis used by Manitoba/ 
Alberta in making these adjustments was erroneous. Indeed, the 


biggest changes arose from errors made by Manitoba/Alberta. 


The Grain Handling Organizations did not arrive at a cost. 
Rather, they criticized four areas in the Canadian Pacific cost study. 
These criticisms were shown (Vol. 132) not to warrant a change in 
the Canadian Pacific cost of moving grain to export positions in 


Western Canada. 


Grouping of Accounts 


The expenses of Canadian railways are recorded in conformity 


with the Uniform Classification of Accounts prescribed by the Board 
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of Transport Commissioners, They are classified under general 
accounts, such as road maintenance, equipment maintenance, and 
transportation, Each general account is comprised of several primary 
accounts, For the purpose of the grain Badly, primary expense accounts 
having common characteristics were grouped. Road Property Depreciation 
which is recorded in a single primary account, was distributed to 
individual classes of property om the basis of property investment 

and included with the associated maintenance account. Equipment 
Depreciation is wlready distributed to individual classes of 

equipment im the accounts of Canadian Pacific. Depreciation is 
recorded in Canadian Pacific accounts om the basis of rates approved 


by the Board of Transport Commissioners. 


There bas been mo Aispute with regard to the grouping 


of accounts used in the study or the depreciation rates used, 
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Count of Besic Output Units 

For the detormination of the cost of the movement of 
grain and grain products at atatutory rates, the amount of ftrans- 
portation work done by the railway in moving that traffic was measured 
by means of basic output umits of transportation. The basic umits used 
4m the study ares revenue ton-miles, loaded and enpty car miles, 
loaded and empty gross tom miles, loaded and empty car handlings, 
number of carloads, loaded and empty car days, train miles, 


locomotive miles and switching time. 


Host of these basic output units, together with size 
variables, such as miles of track, were also used as explanatory var- 
dables to develop unit variable cost through analysis of the behaviour 


of reilway expenses. 


No bagiec units of tramsportation output other than those 
Listed above were Scokauten by the consultants for the provinces 
und the Grain Handling Organizations to measure the amount of 
traneportation work porfLormed in moving the study traffic. Nr. 
Tanke, however, «xlieged that the method used by Canadian Pacific 
lied resulted in a higher muaber of train miles and, secordingly, 


Logemotive miles, thom was necessary to move statutory grain, and 
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he attempted to demonstrate that the number of car days and 
switching minutes charged to the study traffic were overstated. Mr. 
Saunders also had some objections to the development of train and 


locomotive miles, and to the development of car days. 


With these exceptions, Manitoba/Alberta adopted the 
count of output units developed by Canadian Pacific in its cost 
study, and the Grain Handling Organizations did not criticize the 


count of output units other than those referred to above, 


Train Miles 


Locomotive Miles 

Mr. Stenason explained that Canadian Pacific had developed 
the train miles attributable to the study traffic by determining 
the proportion for the train runs on which aan een handled by 
direction, that the study traffic was of total gross POR CHL AOR on 
these train runs. An adjustment factor was introduced to reflect 
the resistance characteristics of heavily loading traffic, such as 
grain, in relation to more lightly loading commodities. Constructive 
train-miles used to handle the study traffic were developed bused 
on the average weight of trains on which the study traffic moved 
weighted by the proportion of the study traffic to total traffic 
on each train run. Locomotive miles were developed from the 
addition of train miles and train switching miles of the study 


traffic (Vol. 18 - 2480). 


The method followed by Canadian Pacific made a distinction 
between the movement of grain in way trains and through trains 
and reflected the way in which the study traffic actually moved. 
On through trains, Canadian Pacific handles grain in both 
manifest and extra trains. Dr. Edwards said that the average 


weights of each were very similar (Vol. 19 - 2665). 
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Manitoba/Alberta objected to the development of 
train miles attributable to the study traffic by the Canadian 
Pacific method which takes into account the way the traffic 
actually moves, and alleged that constructive train miles to 
move the study traffic should be computed on the assumption 


that grain is handled in solid trains over the eleven mainline 


subdivisions, Alyth to Vancouver and Loose Jaw to Fort William | 


(Vol. 116 - 19283). They tried to justify this assumption 
on the grounds that part of the grain movement is handled in 
solid grain trains and the average weight of trains wed by 
axdinn Pacific reflects a reduction in weight for manifest 
trains to permit them to achieve schedules ead speeds required 
to service other traffic. Manitoba/Alberta did not propose 
that the railway policy of moving grain in manifest trains be 
changed, but only that the method used to develop the cost 

of moving grain should not reflect this practice (vol. 116 - 
19281/2). , 


In making the assumption that grain should be costed 
as though it were handled in solid trains, Manitoba/Alberta 
was in error, They ignored the reality of train operations 


and the movement of grain on Canadian Pacific. 


The need to measure actual operations rather than 
theoretical operations is basic to cost finding. This was 
agreed to by Mr. Banks and he went on to say that costing 
based on theoretical operations gave answers that were not 
precise. 

"Mr, Sinclair: Now, another point I think we 

can agree on, Mr. Banks, is that the presentation 
of a rail cost analyst in costing only sets up 

a theoretical operation where studies are not 


available which have measured the actual 
operation. 
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"Mr. Banks; I think we can agree to this, 

Mr. Sinclair, and I think we can also agree that 

because theoretical models are set up, it 

cannot be concluded that the answers are 

precise." 

(Vol. 130 -— 22295) 

Solid grain trains are occasionally operated on 

Canadian Pacific but for operating reasons, as well as grain 
service requirements, grain cannot be moved in solid grain 
trains regularly. There are periods during the year when 
the grain unloadings at the Lakehead and Vancouver are 
spasmodic as a result of restrictions of the Canadian Wheat 
Board. Canadian Pacific is frequently called upon to move 
certain kinds wi grades of grain to export positions in 
smaller volumes than solid trains to meet commitments of the 


Canadian Wheat Board which is in complete control of grain 


marketing (Vol. 68 - 12007;12009, Vol. 132 ~ 22594). 


Manitoba/Alberta also failed to appreciate the 
fact that certain elements of costs associated with the 
movement of grain would increase substantially if grain 
did not move in part in manifest trains. A special study 
conducted by Canadian Pacific to assess the effect of 
holding freight cars and motive power at terminals so as to 
achieve tonnage grain trains has shown that annual ownership 
costs for the additional equipment needed under the Manitoba/ 
: Alberta assumptions would be in excess of $1,000,000, This 
amount does not include additional costs for crew delays, 
storage and other costs which would add further substantial 


sums (Vol. 132 - 22560/1). 


Manitoba/Alberta also made the incorrect assumption 


that manifest train schedules are fixed and that these trains 
are operated regardless of volume of traffic offered and, 


therefore, grain moves as fill-out on manifest trains. 
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Mr. Stenason described the tests that he conducted to ascertain that 
manifest freight trains on Camadian Pacific are being adjusted to 
changes in traffic volume. In this special study, grain moving on 
manifest trains by train run and direction was sampled. For each 

train run, the gross ton miles attributable to the study traffic 

were deducted from the total to determine the number of trains which 
would be left on the basis of average train weight if grain was not 
handled, The results were discussed with traffic and operating 

officers who found that the number of trains left after elimination 

of grain would be sufficiemt to service the non-grain traffic (Vol. 67 - 
11864/5). Dr. Edwards said that he suggested these teat in connection 
with others, and that the question of variability of these trains was 


not merely an assumption but was fact (Vol. 72 - 12865). 


Mamitoba/Alberta developed constructive train miles 
attributable to grain on a theoretical basis, using from a one-half of 
ome percent sample the maximum net rated tonnages overated on each of 
the eleven mainline subdivisions Alyth to Vancouver and Moose Jaw to 
Fort William. Mamitoh:/Alberta then computed the percentage reduction 
from the train weight used by Canadian Pacific in the loaded direction 
indicated by the maximum train weights which Manitoba/Alberta developed. 
The crew wages and train miles developed by Canadian Pacific for the 
loaded direction only were doubled, and the percentage refuction 
described above was applied to the doubled crew wages and train-miles, 
thus reducing train-miles ad erey wages in both loaded and empty 
directions by the same amount. Ag ahown by Canadian Pacific, this 
method Meet ae ts fun damoiind error (Yol. 132 - 22559). It 
resulted in Manitobs/Alberta reducing train miles charged by Canadian 
Pacific in the empty direction on certain train runs by a greater 
amount than the train miles which Ind been actually charged, thus 


resulting in negative train miles in the empty direction. 
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It is apparent from Mr. Banks’ cross~examination that what 
Manitoba/Alberta did, was not what they intended to do. Mr. Banks 
stated (Volume 131 - 22435-6) that he had approached his development 
of train miles attributable to the study traffic on the basis that 
there would be a balancing of train miles as between the loaded and 
empty directions, That is, the same number of train miles would be 
attributed in the empty direction as in the loaded direction, Canadian 
Pacific has shown that if Manitoba/Alberta had in fact done what they 
thought they had done they would have increased the train miles 
attributable to grain over those charged by Canadian Pacific by some 
649,000 train miles, rather than the claimed reduction of 915,000 
‘train miles (Volume 132 = 22558). Through this basic error Manitoba/ 
Alberta in their presentation reduced the variable cost of grain by . 


over $2,000,000 (Volume 132 = 22503). 


At Volume 116, pages 19243-4, Manitoba/Alberta suggest there 
may be some overstatement of crew wage cost because of the development 
by Canadiam Pacific of crew wage cost for way trains on the basis of 
complete variability with traffic volume, As stated at Volune 67, 
pages 11904-5, tests performed by Canadian Pacific showed way trains 
to be 100 percent variable with traffic volume and way train schedules 
were flexible and adjusted from time to time in accordance with traffic 


volume. 


The grain handling organizations based their criticism on 
the widespread feeling in Western Canada that grain is economical 
traffic for the railways because, among other things, it moves in 
heavier than average trains (Volume 117 - 19507). This was felt to 
be the result ef the two facts that grain leads heavily per car and it 
is susceptible of moving in solid trains. From the general feeling 
and the facts above referred to it was concluded that average weight 
of through grain trains was in excess of the average weight of through 


trains. 


The grain handling organizations attompted to support their 


hypothesis by an analysis of the trains used in preparing Exhibit, 142. 
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The analysis was based on 125 trains in the loaded direction from 
Winnipeg to Fort William. From this was computed a constructive 
average weight of train required to move grain.which was 21% heavier 


than the average train weight in the sample of 125 trains. 


Canadian Pacific has shown (Volume 132 = 22562-5) that Ir. 
Saunders made three errors in his computation: first, he did mot take 
into account the fact that empty cars move from Fort Willian in lighter 
trains than the average of all through trains in that direction; 
secondly, he made no allowance for the train miles incurred account 
light running to return power and crews; and thirdly, he failed to take 
nto account the movement of both loaded grain cars and empties on 
the balance of the movement on the mainline between Winnipeg and 
Vancouver, Canadian Pacific performed a test based on a 3% sample of 
through trains in both directions on representative segments of the 
mainline between Vancouver and Fort William, which showed that the 
train miles im its cost study were within one tenth of one percent of 


those developed by consistent application of the procedure suggested 


running. 


Neither Manitoba/Alberta nor the grain handling organizations 
have demonstrated that train miles attributable to the study traffic 
were improperly computed by Canadian Pacific. The computations of 
Maniteba/Alberta were based on unrealistic and incorrect assumptions 
and contained a fundamental error. The suggestions of the grain 
handling organizations were based on mere foeling which they tried 


to confirm by use of limited data which was not representative. 


Car Days 

Car days is the basic output unit which was used with car 
milos indeveloping repairs, depreciation and cost of money in respect 
of freight cars used to move the study traffic. In the original 
development of froight car costs, the time portion was arrived at on. 


the basis of active car days. Active car days for tho loaded and 
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empty movement of tho study traffic were developed from a sample of 
3700 grain movemonts to export positions in Wostern Canada during the 
year 1958. Active car days represented all the time the cars were 
under load plus the time of the related prior empty movement west of 
Fort William. All storage and repair times wore excluded from active 
car days (Volume 18 = 2479). Dr. Edwards said that tracing the prior 
empty movement was the basis he had followed in most of the car-mile 
and car-day studies he had conducted. In his view, the post empty 
movement would mot result in fewer & ne car days than the prior empty 
movement (Volume 71 ~ 12643). This was supported by testa made by 
Canadian Pacific (Volume 69 - 12295-6) and by Canadian National 


(Volume 73 = 12949). 


The consultants of the various parties in the earlier 
conferences suggested that a more accurate cost would be obtained if 
the freight car repair and ownership costs wore computed on the basis 
of calendar car days which reflected the idle time of Canadian 
Pacific box cars. Accordingly, a special ay of 300 box cars was 
drawn and analysis of the active idle characteristics ef these cars 
was made for the whole of 1958 (Volume 66 ~ 11823). The number of 
days the cars were active and the numbor ef days the cars were idle 
were counted and a ratio of idle to active time was developed for cars 
on linc, after assigning idle time to the off-line days in accordance 
with the allowance for idle time compensated for in the per diem car 
rental rate, which is set by the Interstate Cemmorce Commission and 
the Board of Transport Commissioners. This ratio was applied to the 
number of active car days in grain service to produce the number of 
calendar car days traceable to the study traffic. Freight car costs 
recomputed on the basis of calendar car days were shown at Volume 


66 — 11654, 


Mani toba/Alboerta and the Gradn Handling Organizations then 
criticized the Canedian Pacific method of doveloping car days on 
the calendar car day basis anggested by tho various consultants of 


tho partics. 
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The criticisms of the Grain Handling Organizations are 
gummarized in Volume 132 ~ 22566. Canadian Pacific answered in detail 
the points raised by the Grain Handling Organizations in Volume 132 - 
| 22567-9. 


The Grain Handling Organizations criticized the idle ratio 
developed by Canadiam Pacific to account for idle time traceable to 
grain. First, they objected to the Nevarcoueut es {dle time traceable 
to cars off-line. Secondly, they suggested that the 300 car special 
sample could contain an error in that a different method of counting 
was used relative to the method used in the 3700 car sample. Thirdly, 
they suggested that it would be more meaningful to relate idle car 
days to the number of car loadings rather than to the number of active 


days (Volume 117 = 19513-4 and 19518). 


Furthermore, the Grain Handling Organizations suggested that 
Canadian Pacific could have developed idle time for car days in grain 
service from the cycle of the 3700 box cars used to develop active 


car days. 


The development of idle car days traceable to grain was 
shown by Canadian Pacific at Volume 132 ~ 22567-9 to be correct, It 
was necessary to use the idle time allowed im the per diem rate in 
assessing the amount of idle time which can properly be traced to the 


movement of Canadian Pacific cars off lime. 


Different procedures were required in segregating idle and 
active car days in the 300 and in the 3700 car samples. These 
procedures differed because of the different circumstances surrounding 
the generation of idle time in the two samples. For example, grain 
cars are not stored at country origin stations but dispatched 
specifically for grain loading from main centres, while for other traffic 
cars are stored, and idle time occurs, at or near the originating 


point. 


The tests performed by Canadian Pacific and reported at 
Volume 132 = 22568 show that no overstatement of idle time attributable 


to grain has arisen. 
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The suggestion made by lir. Saunders that idle car days be 
related to car loadings rather than to active car days is a suggestion 
that lr. Saunders himself did not adopt in the Southern Governors’ 
Grain Case. Under cross-examination lr, Saunders agreed that the 
normal way to develop idle time is "by relating idle days as a ratio 
of active days” (Volume 129 - 22193). 


In regard to the suggested use ef the 3700 car sample to 
develep idle time attributable to the study traffic, this would produce 
incorrect results sinco grain loadings on Canadian Pacific peak during 
the threo months following the opening of navigation. A peak also 
occurs in the movement ef non-grain box cars traffic in those months... 
Therefore a sample drawn on a basis which reflects the loading of cars 
in grain service would not provide proper coverage of the off-peak 


period when the bulk of idle time occurs. 


The objections of Manitoba/Alberta to the car days developed 
by Nawedian Pacific are set out in Volume 116 ~ 19268-72, These 
criticicms were answered by Canadian Pacific in detail in Volume 132 = 
22570-4., 


The major difference betweon Canadian Pacific and Manitoba/ 
Alberta in the development of freight car repair and ownership costs 
attributable to the study traffic lies in the error which Manitoba/ 
Alberta made in their development of active car days in grain service. 
A substantial part of the gareerenoein car day count resulting from 
this error was admitted at the Cost Conforence (Volume 130 = 222778) . 
The remoining difference ketweon the figure conceded by Manitoba/ 
Alborta and that devoloped by Canadian Pacific results from the 
failure of Manitoba/Alberta to take into account and allow for the 
slower cpsed of grain in transit than the speed in transit of other 
freight traffic. ie, Banks admitted under cross~ezanination (Volume 
130 = 22400) that an adjustment should be made to reflect the slower 


spoed in transit of grain. 
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After making adjustments for slower in transit nee and 
other matters described in the rebuttal evidence, the freight car 
repair and ownership SOSA attributable to grain under the Manitoba/ 
Alberta method would increase by some $83,000 the amount charged in | 


the Canadian Pacific cost study (Volume 132 ~ 22576). 


Switching Time 

: Manitoba/Alberta criticized the Canadian Pacific development 
of switching time required to move the study traffic. Switching time 
was developed for determination of the variable cost of the switching 
portion of track maintenance and depreciation, road and yard locomotive 
repairs and depreciation, yard expenses, the cost of money on investment 


in road property and locomotives arising from yard and train switching. 


Mr, Stenason fully described the extensive studies conducted 
by a group of Operating and no soh et personnel under the direction of 
Mr. McGinn, the yard specialist referred to, in order to determine the 
tine required to switch cars of grain and grain ovbadete (Volume 18 = 


o2482-99). 


Dr. Edwards described the switching studiss in this way 
(Volume 19. - 2674/5): 

"The program for the switching studies was 
carefully planned. All elements of switching 
were carefully determined in such a way that 
all yard engine time during the study period 
was accounted for. The program for the studies 
and the training of the study parties and the 
yard forces was well organized and supervised 
throughout. <A large proportion of the yards 
was studied without having resort to extensive 
samplying". 

Switching is done at origin stations on branch lines by road 
engines, and it is done by yard engines at intermediate and 
destination terminals, except for some small points where it is done 
by road engines. The study team familiarized itself with the 
characteristics of the operations performed in each yard, and then 

; 
established the following categories of switching: classification, 


industrial, transfers, scaling, repair tracks and shop track switching. 
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The foremen of each yard studied were instructed by a member of the 
study team to keep a cowplete record for each shift during a four- 

day period of all work performed, showing the time required to perform 
each assignment and the number of cars handled. The records of the 
yard foremen were examined by the study team and the work described 
was segregated into the sub-component elements of switching. The 
total amount of time for each element during the four-day study period 
divided by the total number of cars which received that element of 
switching during the same period gave the average time per car for each 
‘element of switching. The operations during the study period were 


normal for summer operations. 


The yards were grouped on the basis of volume of traffic and 
individual characteristics of the yard, All the large yards were 
studied and representative yards were selected for medium and small 
yards. The yards where field studies were conducted accounted for 
74% of all yard engine hours in Western Canada . At each of the yards 
studied, switching times were developed for handling local and through 
traffic and the times developed for the representative yards were 
applied to the other yards im the group that they were chosen to 


represent. 


The elements of switching service applicable to the handling 
of a through or local car of grain or grain roducre in each ward 
were developed through special study. The total switching time 
involved in handling a car of grain in each yard was established by 
adding the average switching time per car for all of the applicable 
switching elements. The same procedure was followed for the loaded 


car as for the empty car. 


The total switching time incurred in handling grain and 
grain products traffic during 1958 was then developed by multiplying 
the time per car by the number of cars to which oach of the separate 


services was performed, 
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The time spent switching cars of grain traffic at wayside 
stations was developed similarly by a special study of time spent and 
work performed by road engines at representative stations in the 


Prairie Provinces. 


In cost conferences subsequent to Mr. Stenason's first 
appearance before the Commission, it was suggested by the consultants 
for Manitoba/Alberta and the grain handling organizations that the 
use of average classification time at through terminals could have 
resulted in an overstatement of switching time for through cars as 
compared with local cars. Immediately, Canadian Pacific under took 
special studies at three intermediate terminals = Kenora, Swift Current 
and Revelstoke, Inu each of these studies, the classification work | 
done to through cars was separated from that done to local cars, and 
new average switching times for through cars were calculated (Volume 
66 - 11656-7 and Volume 69 ~ 12225). Appropriate revisions were made 
which appear at Volume 66, page 11654, and, at the same time, yard 
times which in the original calculation were based on normal summer 
operations were adjusted to reflect winter conditions on the basis of 


a special study. 


In an effort to reduce the yard switching costs chargeable 
to grain Manitoba/Alberta recalculated the switching time used in the 
cost study of Canadian Pacific reducing such time in four areas; 
Elimination of switching time account milling in transit (Volume 116 - 
19230); the alleged effect of multiple car cuts on classification 
switching (Volume 116 ~ 19289); restriction of switching work at 
intermediate terminals (Volume 116 - 19290) and reduction in the 
winter switching adjustment (Volume 116 - 19292). Canadian Pacific 
dealt with each of the points raised by Manitoba/Alberta in its 


rebuttal evidence (Volume 132). 


Canadian Pacific has already made clear its position with 
regard to inclusion of milling-in-transit revenues and expenses in the 
cost study, Milling~-in-transit is considered as part of the complete 
movement of grain and grain products to export positions in Western 


Canada. 
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At Volume 132, pages 22583-93, Canadian Pacific set forth a 
detailed analysis of the effects of multiple car cuts on classification 
switching. The method used by Manitoba/Alverta to compute a reduction 
in classification time was based on the application to Canadian Pacific 
of studies developed on other railways which were never intended for 
costing purposes, Canadian Pacific developed, from its research 
studies in Winnipeg terminals, and on the basis of a thorough exan- 
ination of the work involved in classification switching, the effect of 
multiple car handling on classification switching time. Canadian 
Pacific also examined the relationship betwoen size of cut of grain 
and all traffic at large, medium, and small terminals in Western Canada. 
It found that, the basis used by Manitoba/Alberta for measuring 
relative size of cuts was erroneous, The terminal chosen by Manitoba/ 
Alberta to represent medium size terminals was not representative, 

An examination showed that grain moved in cuts smaller than the average 
for all traffic if representative medium size terminals were used. At 
small terminals, Canadian Pacific examined the relative size of cut 
for grain and all traffic at representative yards, segregated into 
three groups rather than the single yard selected by Manitoba/Alberta. 
Application of the Canadian Pacific analysis to the correct relation 
between size of cut for grain and all traffic showed the amount 


involved in such an adjustment to be some $23,000, 


In developing switching Vere aeie to through cars at medium 
size terminals, Manitoba/Alberta ignored important elements of switching. 
They omitted switching time at terminals between Fort William and 
Winnipeg and between Calgary and Vancouver required for cars which are 
set off for storage purposes because of congestion at export positions 
and grade of grain demands. They also omitted, in some instances, 
work required account change in tonnage between inbound and outbound 
trains. Furthermore, Manitoba/Alberta did not properly reflect the 
extensive classification switching time at medium size yards between 
Winnipeg and Calgary which is required for the transfer of grain from 
local to through trains. This element of work was also ignored at 


Kenora. If Manitoba/Alberta had included all elements of classification 
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switching work required to move through cars of grain at medium size 
terminals, and if they had applied the appropriste representative 
switching time to such cars, they would have arrived at the same total 
switching time as that developed by Canadian Pacific (Volume 132 - 
22594/7) , 


The answer of Canadian Pacific in regard to winter switching 
is made in Volume 132, page 22592, The Manitoba/Alberta development 
of their winter switching adjustment is in error. The correction of 
the Canadian Pacific error would amount to an adiugtient ef about 


$40,000, or less than 1% of switching costs, 


Manitoba/Alberta suggested that the train switching time 
for grain at origin stations (Volume 116 ~ 19241~2) was overstated 
a to the failure by Canadian Pacific to take into account (1) station 
reloads, and (2) effects of multiple car cuts on train switching at 
grain origin points. Evidence set forth at Volume 132, page 22514, 


shows that no such overstatement exists, 


In developing switching time once again Manitoba/Alberta 
chose to ignore the actual operations performed, Costing, to be 
realistic, must reflect the actual operations which are required to 


move the traffic under study. 
Development of Unit Variable Cost 


Multiple Regression Analysis and Road Maintenance Expenses 

To determine about one-third of the variable cost of moving 
the study traffic, Canadian Pacific employed the technique of multiple 
Parceaicn analysis (Volume 67 - 11837). Mr. Stenason said that 
simple regression analysis had been used by Canadian Pacific for some 
time and, as a Leet ot gradual improvement in costing procedures and 
with the advont of high speed electronic computers, multiple regression 
analysis had been adopted (Volume 67 ~ 11835-6). The care with which 
the regression models were selected and the rocults tested was fully 


describod. He explained that tho testing and the final models were 
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carefully checked by Dr, Hood, the railways’ statistical consultant 
(Volume 19 ~ 2797). Tha rosults of the regression analysis were also 
reviewed by Dr. Ford kK. Edwards who said that be would not accept any 
conclusions arrived at on the basis of a statistical technique antil 
it had been subjected to observational tast (Volume 72 » 12758). When 
unit variable costs had boon derived by uso of regression analysis, 
substantial testing through *i0ld studies and through the application 
of knowledge and experience was done to ensure that thay were reliable. 
Mr, Stenason explained, for oxample, that the variable costs determined 
from the regression for station expenses wers carefully checked 

through field studies in Western Canada (Volume 66 » 11751). Special 


engineering studies were also made (Voluse 142 ~ 225214). 


That multiple regression analysis vas a considerable advance 


i 
over procedures in use in the United States was agreed to by the 
consultants of Manitoba/Alberta and the grain handling organizations 


(Volume 128 ~ 22065 and Volume 130 = 22301). ° 


Mr. Saunders, appearing on behalf of the Grain Handling 
Organizations, suggested (Vetunn L117 ~ 19483) that Canadian Pacific 


"  . . did not carry their analysis sufficiently far. 
There were refinements of the C.P.R. data which would 

have improved tho regression and contributed more 

detailed information. Examples of these are the breakdown 
of track miles into mein line, branch line and switching 
components, and the separate use of yard and train 
locomotive switching miles. There was at least one highly 
relevant infleence on track expense, namely, the extent 

of gradient and curvature, that they failed even to 
recognize and which would have contributed te the 
explanatory quality of the regrersion . .« o Finally the 
C.P.R. should have studied the relative costs of freight and 
passenger service, or at lenst haya assumed a much higher 
dinofluence of passenger gross ton miles on track expenses, 
as being more realistic and providing a better onit cost." 


During Me, Saunders’ cross-examination his position was 
clarified: 


"Mr. Sinclair: Would you rather take the average and 

apply average percent of vartability as developed by the 
ICC cost finding procedures, or would you rather do tracing 
through the application of multiple regression to track 
maintenance arpouse ? 
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Me. Saunders; I would muck prefer to use the technique 

of ¢agressicou, Thore is no question about that, All 

I am saying is the numbews we have heen working with up 

to now in the field of track maintenance, using regression, 
are in my cpinion not the last word, : 


Mr. Sinclair: Oh, I see, What you ave saylug is 
that further refinement may be possible ? 


Mr. Saunders: I think further refinements are essential. 


Mr. Sinclair: Further refinemonts sre essential te improve 
it beyond what they have under the (CC; or, is it already 
improved over what they have under the ICC *% 


Mr, Saunders; Well, I think anything that produces a 
nouber other thaa vaiform percent, which is the ICC method, 
is an improvement ~= there isn’t eny question in my mind 
about that -— particularly in respect to this track 
maintevance feature.” (Volume 126 » 22037) 


On the question of passenger-fireight welghting dr, Saunders — 
under cross-examination sald thiss 


"Mr, Sinclair: Now, for instance, in the Southern 
Governors’ Grain Case when you did your cost study you 
were satisfied that you were not glossing over things 
that would have a significant effect on the result. 


Mx, Saunders: That is right. This way train question 
you asked me about is a good illustration of that; when 
you have 1000 miles of haul in the west the effect of a 
20 mile movement in a way train om that would not be very 
great so I did not see that there was any problem in 
evaluating it. 


Mr. Sinclair: And you were quite prepared to take 

the average in the Southern Governors’ Grain Case and 

you were quite prepared to take a one for one or close to 
a one for one Weighting, passenger versus freight G.T.M. 
in that case ? 


Yr, Saunders: Ik had to accept the accounting records 
9 


as they were, If could not do anything about that on the 
freight and passeng 


x, Sinclair; But you did not make any qualifications 
on that ? 


lr. Saunders; Well, ZI have dome it a muowber of times; 
sometimes you have to live with facts as they are and 
work from there, 


Mr. Sinclair: But notwithstanding Living with facts 

as they were, as J say, you have agreed If the rate 
proposals put forward by the people in the Southern 
Governors’ Grain Case were implemented they would be non~ 
compensatory and notwithstanding that, you, aS you say, 
could not make a passenger freight separation, 


Mr. Saunders: That is right." 


(Volume 127 =~ 22018+9). 
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Mr, Saunders presented to this Commission 14 regression 
models of track maintenance expenses. He stated that the analysis 
he had made and the regressions he had derived were improvements over 
those of Canadian Pacific but he was unwilling to suggest the 
utilization of any of his Kacedabivud for the development of track 
maintenance expenses chargeable to export grain. He preferred to 
contend that the different equations he imtroduced itustnutoa the 
improvements that might be made in the analysis of track maintenance 


expenses, 


Canadian Pacific has shown that the changes suggested by 
Mr. Saunders were not meaningful and significant, Furthermore, in 
many instances the alleged refinements could well introduce serious 
distortions into the regression equations. In answer to the changes 
in the regression suggested by Mr. Saunders, Canadian Pacific showed 


that: 


The separation of Locomotive switching miles into yard and 
train switching led to unit costs per road locomotive switching mile 
ranging from three to sixty times the aie cost per yard switching 
mile. Such results cannot be accepted because the tracks on which 
road switching and yard switching movements occur are constructed 
and maintained to comparable standards and the speeds ef each type of 


switching are similar (Volume 132 = 22533). 


The breakdown of miles of track suggested by Mr. Saunders 
cannot be accepted, as the intercorrelation between main line miles 
of track and gross ton miles, and between miles of switching track 
and locomotive switching-miles, distorts the output coefficients. 

A test performed by Canadian Pacific corroborated the fact that the 
inclusion of miles of main line tracks seriously distorted the gress 
ton-mile coefficient, Mr. Saunders himself recognized the distortion 
introduced by inclusion of miles of switching track, and chose to 
ignore the problem by omitting an important explanatory variable. 

As the work included and expense in the minimum maintenance cost per 
mile of track is the same for all types of track, it is conceptually 


wrong to introduce separate independent variables for the different 
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types of track (Volume 132 ~ 225278). 


The influence of topography is made up of many elements 
including the amount aud characteristics of curvature, the extent of 
gradient, sub-grade conditions, amount of precipitation, rivers, 
drainage patterns, and frequency of highway crossings. It would be 
most difficult, time consuming, and expensive to develop any 
comprehensive basis for adequately measuring all of these elements, 
This would not be warranted as it would not significantly alter the 
results of the Canadian Pacific track maintenance and depreciation 
regression model because topography, considering all its component 
elements, is distributed randomly over the Canadian Pacific system 
and therefore, the constant term in the Canadian Pacific regression 
absorbs this influence, and the variable cost coefficients are not 
significantly affected (Volume 132 ~ 22534~7),. The measure proposed 
by Mr. Saunders is, by his own admission (Volume 128 = 22066), "crude", 
aiid by measuring only one element of topography, namely, gradient, 


it can well introduce serious distortions into the regression, 


The weighting factor of six to one assumed by Mr. Saunders 
is based upon a series of arbitrary suppositions, none of which can be 
supnorted by knowledge of the track maintenance procedures and 
practices of Canadian Pacific (Volume 132 =~ 2253062), Furthermore, 
the application of weights suggested by the American Railway 
Engineering Association yields a weighting factor of some 1.6 tO .. 
This result is, 4f anything, conservative, as it is predicated upon 
steam operations, The weighting factors proposed by Mr. Saunders 


are clesrly unrealistic. 


The evidence is that the statistical techniques employed by 
Mr. Saunders are highly questionable. He has been moved by a desire 
to improve the R2 values in his regressions without considering the 
meaningfulness of relationships he proposes and of the results 


obtained. Many of the improvements in R? 


value may not be real 
realistical improvements. as "©. Saunders admitted under cross~ 


extmination (Vo.ume 127 ~ 22023). The weighting scheme proposed iby 
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Mr. Saunters (Volume 117 » 19502) is based upon.» lack of under 
standing oi the true purpose of combining highly inter-correlated 


variables in multiple regression analysia (Volume 132 = Zeauoe) 


What can we conclude from the evidence of Mr. Saunders on 
regression ? The study made by the Canadian railways has given him 
the opportunity of experimenting and learning more but, after spending 
‘ag lot of time develoving anid testing different models, just as the 
railways did to a fav greater extent prior te the adoption of the 
models used in their study, he failed to advance any model which 


could be adopted and which improve on the Canadian Pacific analysis. 


The witness on regression analysis on healt of Manitoba/ 

Alberta was Dr. Borts. His chjections to the Canadian Pacific 
regression analysis were as follows: The Canadian Pacific models 
failed to depict output and cost variation amorgs regions of 
homogeneous operating characteristics (Volume L16 = 19119); the 
influence of geography on cost gives rise to differing degrees of 
associaticn peiscen cost and output io the various regions of the 
railway (Volume 116 = 19322); Canadian Pacific used regression 
coefficients which f3i1 the significance test based on a 5% 
probability level (Volume 116 = 19140): output units other than 
those used by Canedian Pacific were more meaningful in describing 


cost behaviour (Volume 123 = 20374=-82). 


or. Borts has presented regression medels which he 
characterises as corrections to the Cenadian Pacific models. It 
is the pesition of Canedian Pacific that a eritical analysis of the 
deficiencies which Dr. Borts claims exist in the Canadian Pacific 


models shows that no such deficiencles are present. 


Yr. Rortsa resorts to several highly questionable statistical 
techniques. He has pyramided regressions in three instances despite 
the fact that he admits this to be undesirable in principle and that 
it was utilized only beeavse direct regression with the independent 


varinbles he chose aid not yield what be considered significant 
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results (Vol. 123 - 20308). This was done despite the fact that he 
agreed no statistical test of significance could be made of the cost 
coefficients developed by his final equation (Vol, 123 ~ 20403). 

It is the position of Canadian Pacific that Dr. Borts has failed to 
give any acceptable reason for rejecting the multiple regression 
models of Canadian Pacific and resorting to the statistically 


inferior pyramiding technique (Vol. 132 ~ 22545—7) « 


Dr. Borts developed separate East~West regressions in respect’ 
of: Maintenance and depreciation of shops and enginehouses; 
maintenance and depreciation of power plants; and gross investment 
in road property. In two of the sep rations he used different 
explanatory variables in the East a compared to the West. As stated 
in the rebuttal evidence of Canadian Pacific (Vol. 132 ~ 22541): 

“The functions of the structures in these accounts is 


no different in one part of the system than the other," 


In regard to maintenance and depreciation of shops and 
enginehouses, the Engineer of Track of Ganadiae Pacific, in the 
rebuttal evidence (vol. 132 - 22537 and again at 22542) noted 
that the explanatory variables used by Dr. Borts were not meaningful 
and that: 

n, , . the explanatory variable applied to these expenses 

must reflect their purpose. As mentioned previously 

their purpose does not vary across the system," 

Moreover, the standard statistical covariance tests have 
shown that there is no difference between the behaviour of the 


expenses in these three groups of accounts between Eastern and 


Western Canada (Vol. 132 - 22541 and 22547-8) . 


Furthermore, Dr. Borts has failed to apply the "K" test 
namely, that statistics cannot be used as an end in themselves - all 
statistical results and tests must be meaningful in the light of 


knowledge of the operation being analyzed. 


For statistical reasons, Canaqaian racific is of the view 


that the Manitoba/Alberta contention that a two-tailed test of 
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significance at the 5% level should be used is, in fact, an argument 
that a one-tailed test at the 24% level is actually being used 
(Volume 132 ~ 22549). 


, 


Dr. Borts has criticized six of the regression equations 
submitted by Canadian Pacific. and has developed alternative 
regressions for each of these expense ite.5s, These will now we dis- 


cussed. 


Account 202 ~ Track Maintenance and Depreciation Expenses - 

Dr. Borts made three eriticisms of the Canadian Pacific track 
maintenance and depreciation ees he model, These are exclusion 
of a factor to reflect geography; the use of regression analysis to 
estimate the minimum maintenance cost per mile of track; and the use 
of gross ton miles as an output variable to reflect line haul work, 
In his model 202C, he assumes he has corrected these so-called 


deficiencies. 


He introduces investment in tunnels, bridges and culverts 
as an independent variable to "capture the effects of geography”. 
This is wrong. The location of large bridges owned by Canadian 
Pacific suggests that there is no relationship between investment 
in bridges and other major elements Nas aet ayes Further, the 
amount of investment is not even a reliable measure of the structures 
to which it relates since investhemt is greatly influenced by the 
type of construction employed and the price levels prevailing at 


the time of construction (Volume 132 ©» 22535=6) , 


In model 202C, Mani toba/Alberta have used an estimate 
extraneous to the equation for minimum track maintenance cost per 
mile of track. A figure of some $742 was advanced as the minimum 
track maintenance cost by Manitoba/Alberta. Canadian Pacific has 
shown (Volume 132 ~ 22521~6), that important elements of track 
maintenance and depreciation which are unaffected in total or in part 
by the traffic hanced have been excluded from the Manitoba/Alberta 


computation, A proper engineering estimate of the minimum track 
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maintenance cost per mile of track on Canadian Pacific is some 
$1,100 (Volume 132 = 22524). It may be noted that Mr, Saunders, 
when asked as to his estimate of minimum track maintenance expense 
on Canadian Pacific, said; 
"Se that in the typical division you would be talking 
about a total of $1,200, $1,300 a mile, I use the 
figures roundly that way and emphasize ‘about’ because 
I don't feel these are that precise or that 
particularized", 
(Volume 128 =~ 22059), 
The contention of Manitoba/Alberta that maintenance costs of certain 
United States branch lines for which abandonment applications have 
been made supports a figure of some $742 must he rejected as it fails 
to take into account the large scale deferred maintenance on such 
lines. The consultants of Manitoba/Alberta have recognized that if 
the minimum track maintenance estimate made by them is wrong, the 
costs developed by their equation for track maintenance expenses are 
also wrong. 
"Mr, Sinclair: Dr. Borts accepted this figure of 
$742.52 as a minimum maintenance cost per mile of track 
and deducted it from the dependent variable before 
he ran his regression analysis. 
Mr. Banks; Correct, 
Mr. Sinclair: And you would agree that the coefficients 
in the regression 202C are inter-related with this 
ninimum track maintenance figure of $742 ? 
Mr. Banks; [I would certainly agree to that” 
(Volume 130 ~ 223923) . 
Dr. Borts recognized the situation clearly. 
“Wr, Sinclair: If the calculation for minimum track 
expense apart from the $742 that you deducted from the 
dependent variable expense was wrong, I suggest to you. 
that this makes the coefficients in your equation wrong. 
Dr. Borts; Ob, I would agree with that. 
Mr, Sinclair: You would agree with it ? 
Dr. Borts: Oh, certainly”. 
(Volume 123 ~ 20369). 
By excluding important elements of expense, Manitoba/Alberta 


introduced a downward bias in their development of the cost of moving 


grain to export positions in Western Canada. 
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The suggestion that train miles is a better output variable 
‘than gross ton miles to explain track maintenance and depreciation 
expenses must be rejected, The use of train miles ignores the weight 
of train entirely and implies that the cost incurred by a train moving 
two or three cars is equal to the cost incurred by a four diesel unit 
100 car freight train. This point is fully developed in Volume 132 ~ 
22529-30).. 


Account 235 =~ Maintenance and Depreciation of Shops and Enginehouses, 
In his analysis of this category of expense (Volume 116 = 
19130-32) Dr. Borts develops separate East-West reer anata ne utilizing 
the technique of pyramiding. As discussed earlier, both these 
techniques are highly questionable and no justification has been 
introduced for their use, The ultimate explanatory variable put 
forward by Dr. Borts is yard and train switching miles, Shops and 
enginehouses are maintained for the repair of all motive power and 
rolling stock and it makes no sense whatsoever to relate this item of 
expense only to switching work uve’ The relationship proposed by 
Dr. Borts implies that if Canadian Pacific contracted out all of 
its switching operations and became a line haul railway only, it 
would have virtually no ba ittenknos and depreciation of shops and 
enginehouses., This is obviously unrealistic. Canadian Pacific 
showed. (Volume 132 ~ 22538) that the correct variable to use in 


analyzing this account was direct equipment maintenance expense, 


Account 253 = Maintenance and Depreciation of Power Plants. 

Again Dr. Borts resorted to pyramiding and East-West 
separation, Furthermore, he introduced a different explanatory 
variable in Eastern and Western Canada. This cannot be justified in 
light of the operating practices of Canadian Pacific. The ultimats 
independent variables used by Dr. Borts for Western Canada, is yard. 
and train switching miles. This cannot meet the "K”" test. Canadian 
Pacific showed (Volume 132 = 22539) that the most reasonable variable 


to use was dollars of station employee expense. 
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Gross Investment in Road Property 

Dr. Borts developed separate East-West regressions for 
this account. A switching output variable was excluded from 
regressions in both Eastern and Western Canada and miles of track 


were excluded from the Eastern Canada regression, 


Such exclusions are wholly unrealistic as switching tracks 
are built to different standards of construction depending upon the 
amount of usage to which tuey are subjected and there is a basic 
minimum level of investment ver mile of track independent of traffic 


volume (Vol, 132 ~ 22540-1). 


Equipment Maintenance 
Locomotive Repairs - 
Steam locomotive repair expenses are not segregated in the 
Canadian Pacific accounts between yard and xoad or between passenger 
and freight, Diesel locomotive repair expenses are segregated 


between yard and road but not between passenger and freight. 


To give weight to the service in which locomotives were 
used and different characteristics of locomotive repair expenses, 
Canadian Pacific separated steam locomotive repair expenses on the 
basis of capacity miles and a special study was conducted for the 


separation between freight and passenger. 


Counsel for Maniteba suggested in cross~examination that 
there could be an element of constancy in Canadian Pacific locomotive 
repairs on the basis of results of a regression analysis of these 
expenses using United States data for the years 1947-50, The 
consultant for Manitoba/Alberta, referring to the same study, said 
that there was a possibility ‘that the Canadian Pacific procedure 
overstated the variability of locomotive repair costs. Mr. Stenason 
wai, in cross~examination (Vol. 67 ~ 11924) that the analysis 
performed in the United States covered a period during which new 
diesel fleets were being assimilated by the U.S. railway system, 
and that could easily have been the reason for the presence .gf some 


constancy. Canadian Pacific maintains diesel and steam locomotives 


“10% cnotaninnet de 


does to tekitm en eben ioaeaege 


“elieatt yatesduwy! av Soserigeran uss cody ou an 


a ei tay 


*% 


ime 
Wn 


, 
2 


aN 
‘_ @ 


moat betaine inst: 


; y 
a oy 


i 
;, ay 9 : 


ohennrgen spans? om 


dogn aril baoges al eienine te mic buater Jastertih we 


> 


naga : ua 
augedakee inom . 
7 


Wes ee witagen evs dome 
fii Lolagerges Jon she aonpelke Sharer 0 vidomaoor masde 
Lee awied «9 beacon Rite bay | Heows sal adawodoe: ete. a iad , 
HeIR—RUTSOA oie avenagee Gheeet ert tonnoal Loasig i332 
,ikutax? Be ‘rs is ete foomiras fou Fud ‘bao. Das Srey: @ | 
low o¢ Coeet M4, Soitw wt sokverea ad’. ot tialew erg B OT. 


tage 
‘alejet eviyomooel w edhtwmivetaatads ta owoTTls om 
2 > : iv 7 at 
BINS Tigges. syliomoool Meese bolaeteqnne ot vere oa) 9AM 
10% betovhads bew vbude’Lals ege g Haig aglim (iioagad rey £ 
vu 
’ | ‘ si 


wpNseesg bow tdyteok ie: lees | aol tanaky 


OLJARI GAO BRO OL bOl¢egniE i dihalatacerss 4oT feetivod 

¢ ' ‘ n ¢ % ‘ . ‘ P , a . 7 
ooo! Pama RRADSH RD Ak eOme tees “to ey pista ey kK ect eri 
:' : R eed wn ial 

Rod! S Gi avian, wbesoiges w to et Luge Yo 2) sietl sedi) He a io 

“08 VeRO! @2eey ofF tot ated SOT a +2 bed bart isiga « 

(VOUT cage eid OF gportaated. . we) trodi AN aciod baw 

IVDOIOS OF Fiona tatbgae> edd Jews VIEL tees 


‘a ,1% 4 6,ataco tkeqe. evidomosol ts Yrilidattay 


» 


vom Aoidw gatiwwh botueg « bereves aos ate Bosind | 


etave yawl fen ‘3.0 oft ed hovallatasa, ated on 


th, somemeng ‘ial 3 cot Gaye's “9 neod covad Ln 
sy. oa 


4 =f Wards (oe, ion 7 oo 
2 omeoel mane bas fagedh aa’ m ok ' 7 a 


79, 


in such a way that locomotive repair expenses in both road and yard 
service are completely variable with locomotive miles (Vol. 18 - 
2594). Dr. Edwards said that, based on his experience, it would 
require unusual factors to be present to depart from the basis that 
equipment maintenance, outside of superintendence and overhead and 


work equipment, varies 100 percent with traffic (Vol. 19 - 2709). 


The suggestion of Manitoba/Alberta of some element vi 
constancy in locomotive maintenance costs was also dealt with in 
the rebuttal evidence, where it is stated; 

"Diesed Locomotives on Canadian Pacific are maintained 
on a run out mileage basis on a preventative maintenance 
system. Therefore the use of 100% variability is based 
on the way in which diesel locomotives are maintained 

on Canadian Pacific. Therefore on Canadian Pacific 
maintenance of locomotives are directly related to work 
done." 

(Vol. 132 - 22516) 

Dr. Edwards expressed the view that the treatment of 
locomotive repairs was conservative for. several reasons, and that 
it resulted in an understatement of the costs attributable to the 
study traffic. Tests indicated that the unit miles per locomotive- 
mile in the west were higher than in theest, with the result that 
repair costs of the study traffic computed on a locomotive mile basis 
were lower than on a unit mile basis (Vol. 74 - 13010). Steam 
locomotives were not shopped for major overhauls in 1958 and repair 
costs for that year were thus lower than normal. Furthermore, the 
diesel repair expenses in 1958, in view of the relatively low age of 
the units in service, did not reflect the entire cost of diesel 
locomotive repairs which is expected after the completion of a full 
maintenance cycle (Vol. 18 - 2598). These factors mean that Canadian 


Pacific had a conservative charge for locomotive maintenance expenses 


by taking a transitional period. 


Notwithstanding their generalized criticisms, it is not 
to be wondered that Manitoba/Alberta in the light of the evidence, 
did not attempt to revise the unit variable costs used by Canadian 


Pacific for locomotive repair expenses in its cost study. It should 
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also be noted that the consultants tur the Grain Handling Organizations 


did not criticize the development of this item of expense. 


Locomotive Depreciation ~ 

Locomotive depreciation attributable to grain was developed 
on the basis of depreciation rates approved by the Board of Transport 
Commissioners. Neither Manitoba/Alberta nor the Grain Handling 
Organizations revised or critisized the unit locomotive depreciation 


expenses developed by Canadian Pacific. 


Freight Car Repairs - 

Canadian Pacific originally allocated freight car repair 
expense in the ratio of 70% to car miles and 30% to car days, and 
made a deduction from the total cost of freight car repairs to reflect 
the repair portion of the net credit in hire of freight cars, 
representing the repair cost of miles run by Canadian Pacific cars 
on foreign lines. The 70 - 30 ratio was substantiated through 
Interstate Commerce Commission studies and tented by mechanical 
officers of Canadian Pacific (Vol. 18 - 2600). Mr. Stenason 
explained that in discussions between the consultants of Manitoba/ 
Alberta, the Grain Handling Organizations, and the railways, it was 
suggested that freight car repair expenses should be broken down to 
cover those variable with inspections, with car miles and car days. 
Accordingly, inspection costs amounting to 16 percent of total repair 
costs were first deducted, and the unit cost of inspection was 
developed based on total car miles on Canadian Pacific, excluding 
caboose. Any adjustment for per diem debits or credits was not 
appropriate when dealing with the cost calculated on this basis. The 
balance of freight car repair expenses was allocated between car 
miles and car days on the basis of 70% to car miles and 30% to car 
days. The unit cost for the car-mile portion of repair expenses was 
then developed on the basis of car miles of Canadian Pacific cars 
both on line and off line, to reflect the fact that the study traffic 
is not handled in foreign cars. The unit cost for the car day portion 


of repair expense was developed on the basis of calendar car days. 
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The revised freight car repair expenses were set forth in Volume 66 ~ 


11654. 


Manitoba/Alberta advanced a number of criticisms in regard 
to the freight car repair expenses of Canadian Pacific as set out 


in Volume 66 ~ 11654, 


First, because of the fact that the 16% inspection cost was 
based on United States experience, they rejected it. It is important 
to note that Manitoba/Alberta, in their cost presentation, made no 
allowance whatsoever for inspection of cars moving grain. Mr. 

Banks, under cross-examination, said he did not know what the cost 
would be and therefore he ignored it; 


"Mr, Sinclair: By taking the 16% figure we have likely 
been conservative with the C.P.R. cost study. 


Mr. Banks: Well, that is your position; we do not know 

because we have no way Of checking what the inspection 

element is." ; 

(Vol. 131 = 22471). 

In its rebuttal evidence regarding the 16% allowance for 
inspection, Canadian Pacific stated; 

"While there are fewer interchanges between different 

railways in Canada than in the United States, there are 

as many terminals per thousand miles of line-haul because 

of operations in Canada as in the United States. off- 

setting fewer interchanges in Canada are more thorough 

inspections because of climatic conditions.” 

(Vol 2132 = 22573). 

In regard to the other criticisms advanced by Manitoba/ 
Alberta on freight car repair expenses, detailed answers of Canadian 
Pacific are set forth in Volume 132 —~ 22573/4. Canadian Pacific 
pointed out that as a test the Form A method of development of freight 
car repair and ownership costs had been used. The Form A method 
automatically took care of the off-line car mile and the net per diem 


credit criticism raised by Manitoba/Alberta. The application of 


the Form A method showed that the Canadian Pacific cost for freight 
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car repair and ownership as set forth in Volume 66 ~ 11654 was, if 


anything, conservative (Vol. 132 ~ Baia ) 5 


Freight Car Depreciation ~ 


1 
Freight car depreciation, as explained by Mr. Stenason, 


was allocated to the study traffic in the ratio of 45% to car miles 
and 55% to car days. These percentages were substantiated through 
both I.C.C. studies and tested by mechanical officers of Canadian 
Pacific (Volume 18 ~ 2601). These percentages were not criticized by 
the consultants of Manitoba/Alberta and the Grain Handling Organi- 
zations, Following suggestions made by the consultants, Canadian e 
Pacific re-developed the car-mile port.on of depreciation on the basis 
of car miles of Canadian Pacific cars both on line and off line as 
was done in the case of repairs, to reflect the fact that the 

study traffic is not handled in foreign cars, and re-developed the 
car-day portion of depreciation on the basis of calendar car days 
which included idle time (Volume 66 ~ 11662). The cost of freight 


car depreciation on this basis was reported at Volume 66 ~ 11654, 


Mr. Banks attempted to show that car days, or car ownership, 
does not vary with traffic volume and, accordingly, that the car-day 
portion of freight car depreciation should be treated as a constant 
cost. He tried to demonstrate that miles per car are increased in 
response to increases in traffic volume and this obviates the need 
for adjustment of the car fleet to changes in tratfic volume. In 
attempting to support his pesition, he presented two charts based on 
Canadian Pacific freight car data covering the 35-year period 1924 ~ 
1958. Chart I attempted to correlate intensity of use with traffic 
volume and Chart II attempted to correlate size of freight car 
fleet with traffic volume, Mr. Banks interpreted his charts as 
showing that a significant increase in traffic volume had been 
experienced during a period when the long-term trend was to shrinkage 
of the fleet, that is, to a decrease in freight car ownership (Volume 


116 - 19275 /9). 
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The cross-examination of Mr. Banks (Volume 130 ~ 22350- 
22371) in regard to his Charts I and II upon which is based his 
conclusion that investment in freight cars on Canadian Pacific is 
not related to traffic volume demonstrates that Mr. Banks did not 
understand either the relationships he was dealing with or the 
factors that made it impossible for him to develop a statistical rel- 
ationship over time. The grouping of the data, the pattern of the 
residuals, and an awareness Of railway technology, all clearly show . 


that the statistical correlations attempted by Mr. Banks were invalid. 


Manitoba/Alberta in Chart I failed to take into account the 
changes in technology such as freight train speed and improved 
construction of freight cars and gear which took place throughout 
the period of their analysis and which coincided with the increased 
trend of traffic. Manitoba/Alberta reached an erroneous conclusion 


by failing to recognize the import of the full technology factor. 


In Chart Ii, it was inferred that because a substantial 
increase in traffic volume in the past 25 years had been associated 
with a reduction in size of the freight car fleet, there was no 
relation between traffic volume and size of freight car fleet. 
Examination of the data reveals that they are not homogeneous over 
time, but rather can be separated into three distinct periods, Within 
each of these sub-periods, the size of the freight car fleet in 
relation to freight car miles differed substantially. The type of 
analysis attempted by Manitoba/Alberta cannot be made (Volume 132 ~ 


22577-82). 


Furthermore, examination of the data shows that traffic 
volume on Canadian Pacific fell substantially from 1928 to 1933 and 
increased moderately thereafter until 1940, Throughout this per:s2 
the freight car fleet of Canadian Pacific was in a process of down- 


ward adjustment (Volume 132 = 22579), 


Thus, the charts presented by Manitoba/Alberta show that 


the adjustment in size of fleet cannot be achieved within one or two 
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years but that an adjustment can be made to significant changes in 


traffic volume in a reasonably short period of time,” 


An analysis was performed by Canadian Pacific of large U.S. 
railroads on a cross~section relationship between car fleet on-line 
and both net ton-miles and car-miles. In this type of analysis, both 
technology and time were held constant arc therefore do mot distort 
the analysis. The analysis proved ithat a high positive correlation 
exists between car ownership and traffic volume and confirms "the 
theory that car ownership and hence depreciation, is variable with 


traffic" (Volume 132 = 22581), 


Cost of Money on Investment in Freight Cars = 
Maniteba/Alberta use, im their cost presentation, car miles 
as the output unit in developing cost of money for freight. cars 
whereas Canadian Pacific use car days. Mr, Banks agreed that the 
Canadian Pacific method was the usual costing procedure; 
"Mr. Sinclair: .. . Under the usual costing precedures 
as used in the United States, investment im freight cars 


are developed om car days, do you agree with that ? 


Mr. Banks: Yes." 
(Volume 131 ~ 224623) 


Transportation 
Fuel and Crew Wages ~ 
ur, ‘Stenason said that fuel and crew wages are directly 

traceable to the train runs over which the study traffic moved in 
the records of Canadian Pacific and they vary completely with the 
study traffic (Volume 18 ~ 2530). He explained that the costs of 
fuel and crew wages attributable to the study traffic were computed 
on the basis of gross ton miles of the study traffic, adjusted for 
the lower resistance arising from heavier loading of grain, to gross 


ton miles of all traffic on each train run, adjusted for resistance 


(Volume 18 - 2602~3)._ 


awe 


It was suggested in Mr. Stenason’s cross~-examination that 


some train costs were not in fact 100% variable because some trains 


wahee 


were run irrespective of the tonnage offered (Volume 67 =~ 11864). 
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‘The evidence of Mr. Stenason and Dr. Edwards on the point of 


variability of through trains was conclusive. The evidence shows 


that periodic reviews are made of scheduled trains on Canadian 


Pacific and they are adjusted to the volume of traffic. Also, 


between changes in timetables, scheduled trains are annulled for 
traffic reasons (Volume 67 » 11905). Evisence was also given te 

the effect that 2 study of wayfreight trains had indicated a nign 
degree of flexibility in their adjustment to traffic volume. In 
this study, the adjustments made to the schedules of about 1 240 
way freight trains in the last three years were examined (Volume 

67 « 11865). In the light of this evidence it is not surprising 
that Manitoba/Alberta in their cost presentation used the fuel and 
crew wage unit costs computed by Canadian Pacific which are based on 


100% variability of these expenses. 


pero Expenses ~ 


Mr. Banks in his cost nein ere has adopted the unit 
costs of Canadian Pacific for the computation of yard expenses. No 


disagreement exists in regard to these unit COSts « 


Train Other Expenses ~- Account 402 ~ 

Train other expenses, account 402, attributable to the study 
traffic, were originally calculated by Canadian Pacific on the basis 
of System votre unit costs. A test conducted on the direct freight 
and passenger expenses in this account showed that these expenses 
had been incorrectly recorded for the year 1958, amd a re-statement 
was made in Volume 66 ~ 11654 to correct this error and reflect the 


unit costs of Prairie and Pacific Region Operations. 


Mr. Banks said that the development of separate costs for 
the Prairie and Pacific regions produced certain anomalies in the 


data, and adopted for the Manitoba/Alberta cost presentation the 


' system average method of expense apportionment originally used by 


Canadian Pacific for the computation of unit costs (Volume 116 =< 


19285). 
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Canadian Pacific did not accept Mr. Banks’ calculation 
because of the error it contained but agreed at the Cost Conference 
to make a further analysis and recalculate the cost of train other 
expenses chargeable to the study traffic using System average unit 
costs (Volume 130 =~ 22282~-3). The results of this recalculation 
were given (Volume 132 ~ 22598-99). The cost chargeable to grain on 
the revised method, exclusive of grain doors, was slightly higher 


than the figure in the Canadian Pacific cost study. 


Grain door expenses in the Canadian Pacific study were based 
om the average of the expense incurred during the three-year period 
1956 through 1958. Mr, Banks said that grain door expense closely 
reflected traffic volume in each year and used the 1958 actual vata 
"door expense in his cost presentation (Volume 116 =~ 19285). In 
cross-examination, Mr, Stenason pointed out that the grain door cost 
should not be based on the expense of one year because the cycle in 
the life of grain deors is beyond a photvabk period (Volume 69 = 
12256). The inappropriateness of taking a one year cost for grain 


doers was also dealt with in the Canadian Pacific rebuttal evidence 


(Volume 132 = 22507). 


Station Expenses = , 

| Canadian Pacific employed multiple regression to analyze 
the behaviour of despatching and station expenses, and developed a 
unit cost per carload which was used to compute the variable cost 
attributable ie Orkin. Mr, Stenason said that the results of the 
regression equation were confirmed by special field studies of 
station expenses in Western Canada (Volume 66 = 117512), adding 
that the expense found by means of regression was in fact a little 
less than the actual expense determined by the field study (Volume 
66 ~ 11789). Counsel for Manitoba in cross~examination of Mr. 
Stenason advanced the proposition that carloads originated at 
stations were not a satisfactory explanatory variable for this 
type of expense ,and made reference to applications by Canadian 


Pacific to the Board of Transport Commissioners for authority to 
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remove station agents in which he said no account is taken for carload 
traffic handled at the particular station being considered (Vol. 66 - 
11759). This is not correct. In every application to the Board for 
removal of a station agent, a statement of carloads and earnings is 
furnished and an explanation given as to how the duties of the station 
agent with respect to carloads originated will be performed when the 


station is closed, 


Manitoba/Alberta in their cost presentation developed 
dispatching and station expenses chargeable to the study traffic using 
gross ton miles as an explanatory variable in the regression. It is 
clear that gross ton miles, because of the distance factor it contains, 
cannot properly measure station and dispatching work. It is Canadian 


Pacific's position that gross ton miles is not a meaningful explanatory 


variable for tracing the variability of this category of expense. Dr. 


Borts made clear that his objection to the Canadian Pacific regression 
was based on the statistical insignificance (in his view) arising 

from the use of the carload independent variable, although he was 
prepared to accept LCL cars loaded. Further he acknowledged in 
cross-examination that gross ton miles on a subdivision where there 

is little traffic originating would distort the result under his 
equation. The final position of Dr. Borts on this group of expenses 
was stated in this way: 


"Dr. Borts: There is a matter of judgment involved 
here, yes. 


Mr. Sinclair: And so that certain tests may be 

applied to see whether that judgment is accurate, 

there would be tests on the ground looking at station 

work. 

Dr. Borts: A station study might be one way of doing 

thas... 

(Vol. 123 ~ 20415) 

Canadian Pacific did conduct station studies on the ground 

but Dr. Borts did not know of their result (Vol. 123 - 20411/2) 
when he made his analysis. The evidence of Mr. Stenason on the 
field studies on station expenses in Western Canada and of Mr. Emerson 


on the results of these studies made clear (Vol. 109 = 18206) the 


fact that carload traffic requires considerable time on the part of 
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station employees at stations of all sizes and therefore was a 


meaningful explanatory variable. 


Loss and Damage - 

Canadian Pacific originally calculated loss and damage for 
grain on the basis of the expense for the year 1958, and revised its 
calculation at Volume 66 ~- 11654 on the basis of the average for the 
three years 1956 through 1958 to make it consistent with the meticid 
followed in computing other cost elements and to reflect the fact that 


claims are often not settled in the year they arise. 


Manitoba/Alberta used the 1958 costs in their cost presenta- 
tion and gave as one of the reasons the fact that the Canadian Pacific - 
loss and damage cost on a carload basis was about 50 percent above that 


experienced by Canadian National (Vol. 116 - 19287). 


It was explained in evidence that the Canadian National figures 
included none of the clerical or overhead expenses related to freight 
claims while the Canadian Pacific figure did and therefore were not 
‘comparable (Vol. 68 - 12106). This was agreed to by Mr. Banks 
(Vol. 130 - 22283). The remaining difference between Manitoba/ 
Alberta and Canadian Pacific was the use of one year rather than the 
average of three years for computing this expense. Canadian Pacific 
stated (Vol. 132 - 22508) that the three year average reflects a 
better claim experience than a one year figure. All claims cannot be 
cleared up in the year in which the loss and damage occurs. 

Train Locomotive Supplies 
Train Enginehouse Expenses (Accounts 398 - 400) - 

Canadian Pacific agreed (Vol. 123 - 20307) to undertake 
additional work in connection with analysis of accounts 398 - 400. 
This work has been done and is set forth in Volume 132 - 22605/6. 

The analysis showed an increase in the variable cost charged by 
Canadian Pacific of some $193,000 could be justified. 

Traffic, General, Communications (Rail), 

Rents and Taxes - 


For the calculation of the variable cost of Traffic, General, 
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Communications (Rail), Rents and Taxes (other than Income Taxes) 
chargeable to grain moving at statutory rates, Canadian Pacific 
determined through special studies the amount of expense in these 
accounts which is related to freight service. The percentage re- 
lationship that this amount was to the balance of total railway 
expenses (excluding those attributable to passenger service) was 
computed and this ratio was applied to the variable cost of the study 
traffic (Vol. 18 - 2614/5). 


The method used by Canadian Pacific determined the variable 
cost of this group of expenses which were found to have the same 
variability as railway expenses as a whole. Mr. Stenason said that 
the variability of Traffic and General expenses was tested over a 
period of the last ten or twelve years te Canadian Pacific by 
examining their relationship to other railway expenses and that the 
degree of variability was explained by the fact that they have many 
features in common with total operating expenses and approximately 


half of these expenses reflect labour charges (Vol. 69 - 12343). 


In his cross-examination of Mr. Stenason, counsel for 
Manitoba took the dollar amount of Traffic and General charged to 
grain as a percentage of total Traffic and General related to freight 
service, which gave a percentage of 11.82%. He then proceeded to 
apply this percentage to each of the primary accounts making up Traffic 
and General and suggested that the dollar amounts so arrived at as the 
amounts in each primary account chargeable to grain were unrealistic. 
Mr. Stenason pointed out that Traffic and General Laer were 
allocated to the study traffic as a group, that he apportioned the total 
and not the parts individually (Vol. 66 ~ 11728). He said that to 
break down the expenses on an individual primary account basis as 
counsel for Manitoba had done was statistically invalid (Vol. 66 - 11725). 
Mr. Stenason said eae ihe study traffic might be carrying a greater 
share of one of the individual accounts than of the other as, for 
example, clerical expenses (Vol. 66 - 11726/9). He explained the 


extensive clerical expense involved in the movement of grain in 
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processing station accounts, md in the work done by the Transportation 
Department (Volume 67 ~ 11954). Dr. Edwards said that the allocation 
of the total amount of Traffic and General to grain had been made on a 
recognized basis and resulted in a proper distribution of the expenses 


to the study traffic (Volume 19 = 2722). 


With regard to Traffic expenses, Mr. Banks stated Ahat.fRS 
allocation method used by Canadian Pacific was adopted simply wtecause 
available data do not lend themselves to more refined techniques and, 
suggested certain normal traffic department activities were not 
necessary in the case of statutory grain traffic. Manitoba/Alberta 
in its cost presentation allocated traffic expenses to grain on the 
ratio of grain revenue to total system freight revenue, Mr, Banks 


recognized his methed was * . . . am unusual apportionment method” 


(Volume 116 =~ 19295). 


! It is the position of Canadian Pacictic that Mr, Banks’ method 
of apportioning Traffic expenses is net only an unusual method, but 

an incorrect method, The purpose of the cost study ar Ca test the 

reasonableness of the grain rates and it is, therefore, wrong in 

| determining costs for testing them to use the revenue produced by 

those rates which are acknowledged by all to be suspiciously low and 

in the view of the railways are far below a compensatory level (Volume 


132 = 22601). 


Mr, Banks objected to the cost of Communications (Rail) 
dncluded in the Canadian Pacific study because, in his opinion, the 
train-hour basis used in the separation of freight and passenger tends 
to place an unduly heavy burden on the freight service since this 
basis implies that the paramount use of communications is for control 
of train operations, In the Manitoba/Alberta cost presentation Mr. 
Banks adopted data reflecting U.S. rail experience in 1958 for the 
separation of Communications (Rail) expenses (Volume 116 = 19294) 


between freight and passenger service, 
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In Volume 132, page 22603 Canadian Pacific recorded the basis 


of its disagreement with the treatment of Manitoba/Alberta. 


First, Manitoba/Alberta applied the percentage apportionment 
of rail communication expenses as found for U.S. Class I railroads in 
1958 to the rail communication expenses of Canadian Pacific. This 
assumes that the relative position of freight and passenger service on 
Canadian Pacific and need for communications was the same as for the 
average Class I U.S. railroad in 1958. This is obviously incorrect. 
Furthermore, passenger service on Canadian Pacific is incremental and 


it is therefore wrong to associate constant costs with this service. 


The variability of taxes other than income taxes was the 
subject of cross~examination by Counsel for Alberta. Manitoba/Alberta 
in its cost presentation allocated to the variable cost of grain 
payroll taxes on the basis of pensions, and sales taxes on an expense 
overhead basis. The full cost of property taxes on solely related 
lines was charged to grain but other property taxes were assumed to 


be constant (Volume 116 ~- 19235/6). 


Canadian Pacific submitted (Volume 132 = 22509/11) that 
property taxes on right-of-way may have a long term variability equal 
to that of railway expenses as a whole but treated these taxes as 
constant. It was shown that if business and water taxes were assumed 
to be variable to the same extent as railway property investment, and 
right-of-way taxes, exclusive of those on solely related lines, were 
assumed to be constant, a variable cost for taxes only $67,000 lower 


than that included in the study by Canadian Pacific would result. 


Areas of conservatism 
Canadian Pacific stated that its determination of the cost 
of handling grain to export positions in Western Canada was on a 
conservative basis. During his examination of Dr. Edwards, Counsel 
for the Commission, Mr. Cumming, asked Dr. Edwards (Volume 74 = 13009) 
to "catalogue the main areas in respect of which you say these studies 
are conservative and perhaps give some rough idea of the amounts 


that may be involved". 
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The main items in the evidence on this point may be 


summarized as follows: 


Treatment of non-revenue freight. Canadian Pacific reflected 
the movement of non-revenue freight by increasing the trans- 
portation units by the ratio of the non-revenue ton miles to 
revenue ton miles. Dr. Fdwards pointed out that if the non- 
revenue freight expense had been apportioned on a gross ton mile 
basis, as is the usual practice, the variable costs would have 


been some $175,000 higher. 


Locomotive repair expenses. These expenses were treated by 
Canadian Pacific on a locomotive mile basis rather than a unit 
mile basis. As there is a higher proportion of unit miles per 
locomotive mile in the West than in the East, there was an under- 
statement of some $100,000 in the variable costs as developed by 


Canadian Pacific. 


The failure to allow for detours in the handling of the grain 
traffic and the degree of circuity in actual operation led to a 


variable cost understatement of some $80,000. 


An understatement of switching time for the handling of local 


cars of grain at intermediate terminals amounting to $34,000. 


The failure to allow for the fact that the age of diesels on 
Canadian Pacific is well below the long-term average age, leading 
to abnormally low maintenance costs, produces an understatement 


of some $233,000. 


There was no allowance for increased wage rates effective in 
1959. If the wage increases in 1959 had been applied to the 
labour costs in the grain study, these costs would have increased 


by some $1,100,000. 


There was no recognition of the fact that in 1959 the corporate 
income tax rate increased from 47% to 50%, which would have 


had the effect of increasing the cost of money by some $680,000. 
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«- There was no allowance “or the increase in sales tax on 
materials and supplies which became effective in 1959, This would 


have increased the variable costs by some $73,000. 


The above noted understatements in variable costs amount to 


gome $24 million, | 


Dr, Edwards pointed out that the couservative method adopted 
in apportioning the constant costs to the export grain traffic led to 


an understatement of some $11 milidon ia constant costs, 


Dr, Kdwards also polated out that there ware other areas of — 
conservativm to which he could not attach a dollar cost but which he 
felt were important, He mentioned that mo heavy repairs were cestiened 
on steam engines on the Canadian Pacific in 1958, Furthermore, no 
effect was given to the fact that the heavy loading grain causes more 
wear and tear and damage to tho freight cara than the average traffic, 
Again no account wam taken of the increase in ‘Unemployment Insurance in 


1959, 


pr, Edwardes noted (Volume 73 ~ 1900064) that the radlways had 
treated certain accounts having wome variability as constant and made 
specific reference to the removal of snow, dee apd sand which invelved 
an amount Of some aigpifiieunce., Dr, KRdwards alse made specifie 
reference te the fact that Canadian Pacific had aot charged to the 
variable coat of study traffic the excess box car capacity required 
because of the penking requirements of the groin trade, Dr. Edwards 
said there would be an added cot because of the peaking factor and— 
the point waa summardved dn thie ways | 
"Mr, Cumming: Now, my question then 46; would there 

be any basia, any justafication, in your view, for 

charging the ful] cost of that excous capaolty required 

because of peaking considerations of the gratin trade ? 

pr, HEdwarde; I think it might well. be, 


Mr, Cumming: What sort of an impact would dt have on 
the result of thie study 7? 


Dr. Edwards; . .« « there would be an added cost because 
of that peaking factor, 
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94. 
Mr. Cumming: And in your opinion, Dr. Edwards, do you 
think that that might be properly done and, in doing 50, 
would it be consistent, in a proper cost analysis of 
this traffic ? 
Dr. Edwards: I think it would be. 


Mr. Cumming: And so I suppose to that extent the study 
once again is on the conservative side ? 


Dr. Edwards: That is correct". 
(Volume 73 =~ 12984). 
Another area of conservatism is ‘the fact that Canadian 

Pacific did not attribute to grain any cost for working capital. 
That a substantial amount of working capital is required to handle 
over one~quarter of the total freight transportation of Canadian 
Pacific is obvious. That an allowance for the cost of working capital 
is an appropriate cost was acknowledged by Mr. Saunders: 

"Mr, Sinclair: In the Canadian Pacific cost study did 

you note any conservative element with respect to the 

treatment of working capital ? 


Mr. Saunders: JI do not recall: 
(Volume 128 ~ 22152). 


Mr. Sinclair: .. . I am going to esk you this; that as 

a cost analyst it is your practice to apply to a section 

of the study traffic a proportion of working capital ? 

Mr, Saunders; Yes, I think that is generally a proper 

allowance". 

(Volume 128 » 22153) 

Mr. Sinclair; A bigger percentage of the overall 

required working capital of the corporation would be 

applicable depending on the amount of the traffic that is 

being studied ? 

Mr. Saunders; Yes. Big traffic, big working capital; 

little traffic, little working capital. That is what you * 

are saying". 

(Volume 128 = 22154) 

Summary of Cost Study 
The intensive cost study which was conducted by Canadian 

Pacific showed that for the year 1958, which was a representative 
year, the cost of moving grain and grain products to export positions 
in Western Canada at statutory rates was substantially greater than 
the revenues received, and that the limitations and obligations of 
the statutory grain rates were creating a substantial burden. That 


the movement of grain and grain products to export positions in 


Western Canada is not compensatory, and the magnitude of the burden, 
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is shown by the comparison of revenues and costs at the variable and 
total levels as developed in the Canadian Pacific cost study. This 


is summarized in the following table. 


Revenues $35, 400,000 
Variable Cost 51,700,000 
Shortfall 
on Variable Cost: $16,300,000 
Revenues $35,400,000 
Total Cost 71, 800 , 009 
Shortfall 
on Total Cost: $36, 400, 000 


At the commencement of its rebuttal evidence, Canadian 
Pacific (Volume 132 ~ 22497/8) discussed costing techniques and the 


use of costing. Im this evidence, it is stated; 


". . .« Cost studies have been used for many 


years in both rate and service applications 
before the Interstate Commerce Commission and 
before the Board of Transport Commissioners. 

Mr. Saunders, representing the Grain Handling 
Organizations, agrees that the Interstate 
Commerce Commission depends upon costs to 
determine rate levels (Volume 127 ~ 22010) and 
that cost finding is ‘a very important necessary 
thing today’. 

(Volume 127 = 22014). 


Studies much less precise and detailed than 
those presented by the railways to this 
Commission have been used by the Interstate 
Commerce Commission and other regulatory 
tribunals ‘to judge the compensatoriness 

and service requirements of hundreds of millions 
of dollars worth of transportation’ (Volume 130 - 
22297). Less detailed studies have also been 
used and acted upon by the Board of Transport 
Commissioners in important rate and service 
cases", 


The position of Canadian Pacific in regard to the role 
of cost studies in rate determinations is summarized by the following 
(Volume 130 — 22314/5):; . 
"Mr, Sinclair; Yes, but Mr. Banks what I am 
suggesting to you is this: that the cost 
analyst, having been placed in an independent 


position as an advisor to the tribunal, like 
the cost finding section of the tribunal, like 
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the Board of Transport Commissioners or the 
cost finding section of the Interstate 

Commerce Commission, or a technical advisor, 
can arrive at a cost for moving a given segment 
of traffic that in so far as is reasonable it 
becomes the cost. You would agree with that ? 
Mx; ‘Banks: May I ‘restate it, sir ? 

I think we are not very far apart on this one, 
but my restatement would be that tn a particular 
rate-making situation a number is used as the 
cost with full recognition that it is not the 
cost in the abstract sense of the word ‘the’. 
Mr. Sinclair: But, being reasonable men and 
having a job to do, it is the cost for the 
purpose and can be so accepted ? 


Mr. Banks: It is a cost that is used for a 
particular public purpose, yes, sir. 


The Chairman: Is it taken as such ? 


The Witness: JI am not sure that JI understand 
you, 


Mr. Sinclair: I think the Chairman's question 
to you is that the determination is taken as 
the cost. 


The Witness; Yes, sir." 


Knowledge of railway operations and observations over 
the years indicate an area of reasonableness for the cost of 
moving traffic. The use of cost finding techniques sharpens 
the appreciation that experience and knowledge give. The 
application of the more advanced techniques used by the railways 
in the cost study presented to the Commission has resulted in a 


greater ability to trace expenses more accurately. 


Because of the wide use of the costing techniques of the 
Cost Finding Section of the Interstate Commerce Commission in many 
rate determinations in the United States, it is of interest to 
compare the percent of variability as developed in the Canadian 
Pacific cost study with the percent of variability under the 


I.C.C. procedures. These are as follows: 
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Operating Expenses , Rents and Taxes 
Canadian Pacific Cost Study ~ 77% 


1.C.C, Cost Finding Procedure ” 80% to 90% 
Road Property Investment 

Canadian Pacific Cost Study - 40% 

I.C.C. Cost Finding Procedure “ 50% 


Equipment Investment 


s6oth Canadian Pacific Cost Study and 
1.C.C, Cost. Finding. Procedure ~ 100% 

It ig clear that in determining the proportion of constant 
cost to be attributable to a segment of traffic, refined procedures 
are not available. The fact that the costs being dealt with at 
this stage of the study are constant, that is, they have not been 
traced, indicates that a general statistical approach is the only 
method which can be followed. The method generally adopted in the 
United States and in Canada ig the ton and ton mile basis. Canadian 
Pacific adopted the more conservative approach which allocated 
constant costs to grain on the basis of the proportion that the 
variable cost of grain bears to the total variable cost of all 
freight traffic on the System, In appraising the allocation of 
constant costs to grain, the question ig - is the method that 
Canadian Pacific used a reasonable metnod in the light of the 
circumstances ? It is the position of Canadian Pacific that its 


method was reasonable and conservative. 


It is the postition of Canadian Pacific that the cost study 
it has presented to the Commission may be relied upon with confidence 
to determine the cost of moving grain and grain products to export 
positions in Western Canada, Canadian Pacific 4s confident that its 
cost study appraised and evaluated by the Commission and its 
independent technical advisers enables the Commission to determine 
the cost of moving grain and grain products to export positions 


in Western Canada. 
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A considerable discussion developed in the proceedings 


before the Commission as to the proper proportion of constant 


cost which the proposed level of rates for statutory grain traific 


should bear. 


Dr. Edwards that the rate was based on economic 
considerations, and cost was considered for test 
Both these witnesses pointed oul that in conside 
test purposes it must be kept in mind that grain 
products represent a substantial proportion of f 


in Western Canada and of total system traffic. 


Mr. Roberts said: 


It is clear on the evidence given by Mr. Roberts and 


and traffic 
img purposes. 
ying cost for 


and grain 


reight traffic 


"Proposed rates to be just and reasonable must 
meet the variable cost and something more. The 
fgomething more! is dependent upon numerous 
factors as has already been explained including 
the fact that this plus factor over variable 
cost must carry a fair proportion of constant 


+ 
COSvts,. be Re Oe DOLO, Bele. a dice (eae Se 60) a8 OO 8 OVO BORO) Oa Ose ee 


"The movement of grain from Western Canada to 
export ~positions is the largest single job the 
railways do. In 1958, it accounted tor over 40% 
of the total freight transportation service of 
Canadian Pacific in Western Canada and was Over 
26% of all freight transportation service prod= 
uced throughout the entire Canadian Pacific 
system, 


"In view of the large volume of western grain 
moving to expert positions in relation to total 
traffic, it is apparent that unless a substantial 
burden were to be placed om other traffic or on the 
railways, the just amd reasonable level must meet 
the total cost of transpertimng the grain traffic. 
EB gia asc Dot Oran OCD B. CHOTA Ua MALONeE Ooh eo FOE smu II SiGe O 8) SNe, yeu a © 

"There is no justification for the basic traffic of 
a plant beime priced om an ineremental basis. No 
one can seriously suggest that grain traffic in 
Western Cannda bears any resemblance to a more 
imcrement, that is that other traffic provides the 
basic volume and that grain traffic is incremental. 
Therefore, for this reason also, western grain 
traffic should pay rates which meet the total 
cost." 

(Vol. 24 ~ 3408/09; 3413). 


Dr. Edwards said that grain and grain 
at statutory and related rates constituted 42.2% 
ton mtles of traffic handled by Canadian Pacif 
Canada in 1958 (Vol. 19 - 2646) and that under r 
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transportation of such a segment of rail traffic must include a 
fair proportion of constant cost (Vol, 19 - 2647), Mr. Edsforth 
said the same thing (Vol. 13 - 1749). The point all these 
witnesses emphasized was that if the level Ae di set for 

| statutory grain traffic did not recover full cost, there would be 
a burden placed on other traffic or the railways. Dr, Edwards 
made it clear in his evidence that he would never advise anyone 
to say automatically that the rate should be fully distributed 
cost, but he said that in view of the eoieidend uidas which Mr. J.M. 
Roberts had set ot, he would recommend that the rate on statutory 
grain be set at close to fully distributed costs (Vol .72 ~ 127753 


Vol. 73 ~ 12926). 


Counsel for the Province of Alberta suggested that 
statutory grain traffic should not be charged with what he described 
as fully distributed costs. The total cost of moving statutory 
grain as contained in the evidence submitted by Canadian Pacific 
cannot be described as "fully distributed costs" as that concept 
is generally developed. This is because, firstly, the proportion 
of constant cost attributable to the statutory grain traffic was 
computed on the ratio of the variable cost of erain to total 
freight variable cost and not on the ton and tonemile basis, 
as is done in most studies in the United States; under I.C.C. 
cost finding; and in cost studies done by Canadian Pacific for 
other traffic (as to I.C.C. basis, see Vol. 19 ~ 2758, and as 
to Canadian Pacific basis im other cost studies, see VYoL.68 « 
12028); and secondly, the proportion of constant cost allocated 
to the statutory grain traffic did not include anything for the 
passenger deficit as is done im United States cost studies 
(Vol. 19 — 2757) amd by Canandiam Pacific in making cost s-udies 
on other traffic (Vol. 68 —~ 12028). The fact that the total 
cost of the statutory grain traffic as given in evidence by 
Canadian Pacific was not fully distributed cost as that concept 
is developed was emphasized again and again by Camadian Pacific 


witnesses and, in particular, by Dr. Edwards. 
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Counsel for Manitoba and Alberta attempted to establish 
that Canadian Pacific was merely asking that the statutory grain 


rate level be determined on fully distributed cost. 


The approach of Alberta and the position of Canadian 
| Pacific is clearly seen from the following: 


"Mr. Frawley; Surely I am not wrong in putting 
to you that they are wanting fully distributed 
cost for this. grain, 


"Dr. Edwards; They ar? wanting what they justi~ 
fied to be a proper rate under economic consider-= 
ations. Now, that is very close to full cost, 
slightly below, If they only wanted full costs, 
Mr. Frawley, they would not have gone to the 
effort to evaluate the rate making considerations, 
the increases in rates that were applied to other 
traffic over this period of years as set out, so 
that they would only have said to these two gentle-~ 
men; 'Fine; full cost, and that is our rate.’ 
Now, you are trying to indicate that that was the 
sole purpose of this rate proposal, 


"Mr, Frawley; I certainly am, Let's have no mis= 
understanding about what I am putting to you, 


"Dr, Edwards: And I am putting to you that that is 

not the basis, so we are poles apart." 

(Vol, 72 = 12845/6). ' 

Dr. Edwaxds' evidence was that the rates were not based 
on fully distributed costs as the test, but that while total cost 


was looked at, the level was based on economic and traffic 


considerationa (Vol, 72 » 12841 and Vol, 72 = 12771), 


Mr. J. M. Roberts made it clear that his proposed level 
for a just and reasonable rate for grain was not made on cost but 
only after testing all of the relevant circumstances including 
cost in order to put the rates on a reasonable level and so that 
they could take their proper place in the freight rate 
structure (Vol, 28 = 4174). 


When Mr, Roberts was being cross-examined by Mr. Blair, 


the following exchange took place: 


"Mr, Blair: Mr, Chairman, I asked the witness 
why, in fixing these new rates, he considers 
it important to fit them into a proper place 
in the freight rate structure rather than 
simply to have regard to the cost. 


"Mr, Robert#: Well, we are not making rates 
on cost, Mr. Blair. ‘This is what we consider 
to be, after testing all of the circumstances, 
a fair and reasonable level of rates. 
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"Mr, Blair: So that the rate which you have 
suggested here has more to it than the element 
of recouping your cost in moving the grain ? 


‘Mx, Roberts: It is putting the rates om a 
reasonable level in the freight rate structure 
at the present time. 

(Vol, 28 ~ 41.94). 


Canadian Pacific Proposed Solution to the Statutory Graim Rate Problem 


The evidemce givem by Canadian Pacific denemstrates that 


the statutory rates om grata fall far short of beimg at a just aud 


reasonable level. It is clear that the atatutory grain traffic is not 
remunerative traffic and imposes a substamtial burden, Indeed the 
evidence demonstrates that the statutory rates are much below variable 
costs and far below the level which they would require to be on if 


they were not to create a burdem, This burden Canadian Pacific has 


‘ 


shown to be some $36 million amnually, a burden which Canadian 
Pacific and other tratfic cannot carry. It is equally clear that 


a just and reasonable Level requires a 100% imerease in the statutory 


\ 


grain rates - a rate devel Westerm Canada farmers cannot atvord to 


pay without hardship, What then 18 the solution’ 


Ore solution would be to simply imcrease the rates to 
the proposed level. There was Some suggestion that this would be 
ineffective because the western farmers could mot pay the increased 


rates and the grain would not move, Me, Emerson did not agree: 


nCommissioner Mamo; Im other words, even if you 
were free today to raise the rates on graig 
moving to export positions, you could mot do so? 


"Mr, Emerson: We could not do so? 
wCommissioner Manas No, Economies Livy? 


tMr, Emerson: Well, i think you could do so. 

It would certainly bring about some economic dis 
locations, Perhaps, im that sense, the situation 
with which we are faced is this, that over, mow, a 
very long period of time these rates have been fixed 
in relatively their present guantity., Amd, of course, 
in that period of time costs have imercased, and you 
have a gap that is widening. 


"Now, whether we could go back and retrace history, 
as it were, and have the rates move up in con. 
junction with costs, and keeping their place in a 
proper relationship to the rate structure, the dis- 
locations or changes, whatever might have taken 
place, would have occurred gradually. 
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"Commissioner Mann: But, as we have it today in 

1960, and looking forward to, say, 1966 -—- or, the 

end of 1965; I suppose we should take a five year 
period for ease of discussion -~ if you dealt with 

the matter in its present context on the assumption 
that bygones are bygones, and you cannot do anything 
about them, it would be virtually impossible for 

your company to raise the rates towhat you consider 
their just and reasonable level, because of the things 
you have outlined to us? 


"Mr. Emerson: I do not think it would be impossible, 
sir. t would bring about, certainly, dislocation, 
In that respect, of course, the problem we are 

faced with here is one that has built up over the 
years as a result of the time lag, aS it were." 

(Wolw 1s, —" 138900/ 9), 


In cross-examination of Dr. Edwards by Mr. Frawley the 
following evidence was given; 


"Mr, Frawley: Why dom't you assume the opposite, 
Dr. Edwards? Just leave it to the farmer out 
there to pay the rate. Make the proper rate that 
the farmer is willing to pay. 


"JT would like you to assist the commission and, I 
would like to ask you as to what the rate would 
be, if, for example the Covernor~in~Council should 
tell us today: ‘We are not going to contribute 
anything to help move grain in western Canada,' 
and see what your Opinion would be as to what the 
rates should be, just for the sake of answering 

my question, Just assume that there will be no 
contribution from the federal government." 
(Yol..72 = 12800). 


"Dr, Edwards: Well, under that set of conditions, 
Mr. Frawley, I would judge that normal rate making 
and market factors would apply -=- 


"Mr, Frawley; Normal rate making? 


"Dr, Edwards; Rate making and market factors would 
apply as they affect the making of the railroad 
prices. Out-of-pocket costs on this,traific is 
somewhere in the neighbourhood of 73 milis a ton 
mile. The traffic is a very large portion of the whole. 
I would believe that if I were the traffic manager 
of these railroads and had the evidence before me 
that I now have and followed the usual considerations 
of trying to maxe the maximum contribution to my 
burden, that I would contemplate a rate somewhere 
in the neighbourhoed of one cent per ton mile as 

is now done. I would contemplate that there would 
be possibly some loss in traffic; there would he, 
no doubt, some hardship upon the shippers that does 
not now exist in bearing that rate. There must be 
some play around that present Level, <avmillvorssoa, 
but I would certainly want to recover some signi- 
ficant margin above my out-of-pocket costs to meet 
the share of the burden of the constant cost. you 
could lose a substantial amount of grain traffic 
and still be better off at one cent a ton mile than 
you are at half a cent a ton mile, losing some $17 
million out-of-pocket, So that those are the 
factors if we get down to, let's say a fair con- 
ception of this problem. 
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"It is conceivable that that situation should 
exist. The government might find some other 
additional or other method of giving relief to 
the farmers if hardship resulted, but it is the 
rate maker or price fixer who is responsible 

for the recovery of revenue requirements. I 
would be working within fairly sharp Limitations 
myself." 

(Vol, 72 - 12804/05). 


When being cross~examined by Mr. Cumming, Dr. Edwards said 


that he was sure that the grain wouid continue to move if the rate 


was increased to the proposed level (Vol. Fes AS 


Mr. Brownlee, the President of United Grain Growers Limited, 
also agreed that the grain would move: 


"Mr. Sinclair: And the traffic would still move 
at a higher rate. There is evidence before 

this Commission maybe not in the same volume 

but it would move with considerable hardship 


on a segment ~- well, the farmers of Western 
Canada 
"Mr. Brownlee: That is possible. The western 


farmer is in this position, in Saskatchewan, 

there is only ome thing he can do, he must 

raise the grain for export or get out of 

business, Therefore I assume that if the rates 

were increased of necessity grain would still 

move but it would be a great hardship to the 

farmer. 

"Mr, Sinclair: That was the position as set 

forth in the brief of the Canadian Pacific and 

also the evidence given on behalf of both 

railways by Dr. Edwards." 

(Yol.. 81 — 14290). 

The evidence of all these witnesses is to the same effect, 
namely, that while the erain would continue to move the proposed level 
of rates would work a hardship on the farmers and would possibly drive 


some marginal farmers out of the business of growing grain. 


Assuming that the rates to be paid by the farmers were not 
to be fixed by statute but were to be treated as all other rates and 
go to a just and reasonable level, it is clear that the railways 
either in one step or at the most two steps within a very short period, 
would be in a position to raise the rates to the level of a cent per 
ton mile. By a short period is meant not more than a few months to 
take care of firm commitments based on an entirely different set 


of circumstances. 
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That Parliament considers a just and reasonable level of 
rates on grain moving to export positions in Western Canada paid by 
farmers would cause hardship and dislocation is abundantly clear 
from the fact that the rates have remained fixed notwithstanding the 
strong pressures of increased transportation costs which have been 
so marked in the last 15 years. If Parliament did decide to repeal 
the provisions of the Railway Act fixing the statutory grain rate, 
it necessarily would mean that it was the assessment of Parliament 
that hardships on the grain growing community of Western Canada would 
not arise, that sociological and other dislocations would not take 
place or that Parliament was going to look after hardships and dis- 


locations that would arise in some other way. 


It is the position of Canadian Pacific that a realistic 
solution must be adopted. There can be no doubt that on the one hand, 
the statutory rate is not compensatory, much less remunerative, and 
that a substantial burden is being borne, On the other hand, the 
western farmer is in a position where he is competing, in effect, with. 


the governments of other countries. 


Dr. Edwards! evidence was that the effect on the shipping 
farmer and the additional hardship he would endure if there was no 
element of assistance had been appreciated and for this reason the 
proposal took the form that it had, namely, that the rate to the 
farmers was not to be changed (Vol. 73 =~ 12917). He said that the 
proposal introduced considerations of welfare economics (Vol. 73 = 
12912) and such considerations as world competition and government 
support programmes, particularly in the United States (Vol. 73 - 


12920/1). 


Dr. Edwards said; 


" . , I do not like to use strong language, but 
I feel in a sense outraged that any private com- 
pany in the economy should be asked to give out 
in a large, tremendous area of western Canada, 
some 45 per cent of all its services at the 
rates of 1899. I never heard of such a thing. 
"It seems to me perfectly irrational 
that in the dilemma which is not the fault of 
farmers and not the fault of the railroads, 
it has world-wide implications, international 
implications and has created in the United States 
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"tremendous problems, politically, monetarily 
and otherwise, that the pressure should be all 
focused on a private company." ; 
(Vol. 72 — 12784). 

Mr. Crump said; 

"Canadian Pacific is well aware of the problems 
involved in the export of Western Canadian 
grain, The sale of grain in international 
markets involves factors which are beyond the 
control of the farmer and the sale price for 
export grain must remain competitive. Until 
there is a marked change in the situation, the 
Canadian farmer cannot, without hardship, pay 
out of the sale price of grain, a just and 
reasonable rate for moving grain and grain 
products to export positions." 

(Vol. 26 - 3800). 

It is clear, therefore, the under the railways’ proposal 


national economic policy has been recognized, 


It is national economic policy of Canada to ensure that the 
present western grain economy be maintained without undue hardship or 
dislocation and that the grain be produced on the Prairies and reach 


export positions. 


In the light of all the circumstances, it is not the pro~ 
posed solution of the railways that the farmers should pay a just and 
reasonable level of rates on grain moving to export positions in | 
Western Canada but that the farmers should continue to pay only the 
low statutory grain rate level, and the difference would be the res- 


ponsibility of the federal Government. 


There is, however, a distinct difference between Canadian 
Pacific and Canadian National as to the manner in which the railways 
should Bec ass a just and reasonable level of rates on statutory grain. 
The Canadian Pacific proposal will he found in the Canadian Pacific 
submission dated October 14, 1959, and filed as Exhibit 47, commencing 


at page 19, and in the evidence of Mr. Crump (Vol. 26 -— 3799). 


The specific proposal of Canadian Pacific is one related to 
federal income tax and would involve the addition of a new section to 


the Railway Act to be numbered Section 328A, reading as follows; 
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"(1) Notwithstanding anything contained in the 
Income Tax Act, railway companies which are 
subject to Section 328 (6) of the Railway Act 
may deduct from income tax otherwise payable 

for the taxation year, computed in accordance 
with the provisions of the Income Tax Act, an 
amount equal to the difference between: 

(a) gross revenues received in the taxation 

year for transporting grain and grain products 
at the rate level prescribed in Section 328 (6) 
of the Railway Act, and (b) gross revenues which 
would have been received if the said traffic had 
been moved at an increase of 100% over the said 
prescribed statutory level or at such level as 
the Board of Transport Commissioners may subseq- 
uently determine and change and alter as changing 
conditions or cost of transportation may from 
time to time require; such difference, however, 
to be reduced by subtracting therefrom the 
amount arrived at by applying thereto whatever 
rate of income tax is applicable in the taxation 
year. The amount of the deduction from income 
tax so calculated to be certified by the Board 
of Transport Commissioners. 


n(2) If im any taxation year the amount which 

a railway company is entitled to deduct under 

subsection (1) of this section should exceed the 

total tax otherwise payable, such excess may be 

deducted from the tax otherwise payahle in the 

preceding taxation year or in the five taxation 

years following the taxation year." 

(Section 3284) 

(Paragraph 79 om page 25 of Exhibit 47). 

In effect, Canadian Pacific proposes that it be given a 
credit against federal income tax otherwise payable of an amount 
equal to the difference between the gross revenucs which 
it receives in any taxation year from the transportation of statutory 
grain at the statutory rates and the gross revenues which it would 
receive if such traffic had been carried at the level of rates proposed 


(i.e., an increase of 100% over the present rates) less income tax 


on such difference. 


Under proposed Section 328A, the Board of Transport Commis- 
sioners is given authority to change and alter the level of rates on 
statutory grain as changing conditions or cost of transportation may 


from time to time require. 


Provision is made in the proposed section that if in any 
year the amount which the railway company is entitled to deduct from 


federal income tax exceeds the tax otherwise payable, then the amount 


biped 


: 
ot. rt per? <b, 
Meo * #4 patio 


Re | 


¥ alot 
ur vidoyaq 
Sepa By at boteunen |; 
a ot. #2, 90h 2eT meGbak ‘behd |86 
na jaquedes: Mepaaavlrs ea: 
| aoivannt af? ah bee Lees, a 
>» a  Stavheag atety Ble fhavy i os 
Ae eS <P des nol toe ty) Rode siea wy Lee feria S) aye 

a Kink ch PoUme re mods (cd) besa | 304 piel gan oat XO 
: pant OLkia hie ant 4 1k bovis 10 “eer ‘aved ek, 

; ( ie bis - odd evo. 4 alts TH SA TOTS eee Te bevad | pr ta 
| 4 Ra Jove ve 72 40 Jovel prOtiiets: bod tome 
3 ; —“poadbe | \ areahigaulanc$:) 4 lOogmasT' ip lage 3 ont 


| ; , ‘ Ar , io bra ealdiaseh % (taor 
a ck ‘ay iatnogedatt' to thosb awoid thaogt 
: rt he mon a tid spire ‘Sivoes WAlT OF. eu ke 
‘i Loven) ‘o¢ wha. vd Desubes 3d Bee 


“ Fe devidrn, t: 

ato wos Jexs aan ’ » —— Me | pt eth : 

| Bx} : . t Mag Omir re sfes, 
j j wn ) Mi VC fib. * y Re OE 


> 
‘ 
‘ 
J 
i 
ty 
ws 
t 5 
4 , - £L 
5 
bss ir eye 4 
ins & % 4 e4 
4 
a 
aaa -:t 
4 
+a 
] 
; hy -Bi Mil: . a hl : “ye , } } 
b -- & f 
i 
ey 
i € 
‘ id é iz q ee 5 ¢ 
7 Te ~ 
ga 710) ¢ : 3 OD yu} iti SF. ‘ * 
' 
4 
' 
+, 


Se Are ' 4 : : t) i é wy 7 spe Unt 
— . erik aati Pi ign as vest ’ ‘ 


toss mo, > ieee 
; iy “use AR lado eipsoibes 
eure ies Arad dsr 


a iat 
r a 


7 of 


A a 
* 


107. 


of the excess may be deducted from the tax otherwise payable in the 
preceding taxation year or in the five taxation years following the 
particular year involved. This is in accordance with established 


income tax practice in regard to shortfalls in any year. 


It is not without significance that although Mr. Brownlee 
on behalf of the United Grain Growers did not find the Canadian 
Pacific proposal satisfactory, nevertheless he did indicate the 
possibility of alleviating burdens on the railway did exist through 


use of income tax. 


Canadian Pacific peebenieed that its proposal would not bene- 
fit Canadian National until it is in a taxable position. Consequently, 
it was proposed that a railway company which did not have taxable 
income could elect to receive the amount of the permissible deduction 


from income tax by way of a special credit or cash. 


Canadian National propose that the difference between the 
revenues received by the railways at the present level of rates for 
statutory grain aan the revenues which would be received if these rates 
were increased by 100% ox at whatever level the Board of Transport 
Commissioners might thereafter determine as just and reasonable, be 
paid directly to the railways. Canadian National took exception to 
the proposal of Canadian Pacific that the payment take the form of a 
deduction from income tax, Mr. Donald Gordon's statement with respect 
to this is found in Volume 11, pages 1358 to 1366. Mr. Crump gave the 
views of the Canadian Pacific in regard to this objection of Canadian 
National and the Canadian kacific position will be found in Volume 26, 


pages 3825 to 3831. 


The difference between Canadian National and Canadian Pacific 
with respect to this matter can be stated very simply: Canadian Nat- 
ional wishes to receive the full difference between the present level 
of statutory rates and the revenues that would be received if the 
proposed level of rates was put into effect, Canadian Pacific's pos 
ition is that the method adopted to provide the proposed freight rate 


assistance to Western farmers should be one which measures the true 
°° 
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dollar amount of the assistance from the national treasury, such an 
amount is the difference between revenues at the present level of 
statutory rates and revenues which would be received at the proposed 


level of rates after deduction of income tax. 


It should be noted that Canadian National in developing the 
cost of. moving grain to export positions in Western Canada proceeded 
on the basis that income tax would be payable on the revenues received 


from the movement of the traffic. 


In explaining the position of Canadian Pacific, Mr. Crump 
said; 
"Canadian National certainly is not entitled to a 


dollar more than the Canadian Pacific for moving 
a car of grain a similar distance to export posi- 


« 


tions in Western Canada. The fact that Canadian 

Pacific is taxable and must remain so should not 

be allowed to be used by its competitor to the end 

that its competitor would receive in effect two 

dollars for every dollar received by Canadian 

Pacific on the largest single segment of railway 

traitic.” 

(Vol. 26 = 3829/30). 

Canadian Pacific carries some 55% of the grain crop to export 
positions in Western Canada as against 45% carried by Canadian National 
(Vol. 26 — 3815). The transportation of grain represents the largest 
single transportation job the railways do. If the proposal of Canadian 
National were to be accepted, Canadian Pacific would actually end up, 
after the payment of all costs including income tax, with substantially 
less money than would Canadian National. Any solution must recognize 
that the statutory grain traffic is a much more substantial burden on 


Canadian Pacific than on Canadian National although it is a major 


burden on both, 


It has been emphasized elsewhere that it is not disputed 
that financially sound railways are essential to the economic well- 
being of Canada and this is one important aspect in which the compet- 
itive position between these two roads can be maintained by giving 
recognition to the fact that Canadian Pacific operates at a profit and 


must do so. 
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There appears to be some misunderstanding of the’ Canadian 
Pacific proposal by the Grain Handling Organizations and other farmer 
groups. For example, Mr, Brownlee, for United Grain Growers, said; 
"To provide relief in the manner suggested by 
| the railways would require action by Parliament 
not only in the first instance but also by 
repeated votes of funds, Hach such occasion 
would give rise to reproach against the grain 


producers of the prairies and each would bring 
into jeopardy the freight rates essential to 


the grain growing industry of the prairies." 

(Vol. 81 = 14190). 

This would not apply to the Canadian Pacific proposal as it 
is based on a deduction from income tax and does not involve votes of 
funds, repeated or otherwise, Under the Canadian Pacific proposal, 
if Canadian National is in a deficit position, the amount of special 
credit or cash to which it would be entitled would be provided for ‘by 


counter-accounting in the departmental estimates. 


When Canadian National has taxable income, it would be in 
the same position as Canadian bacific, thus there would be no recurring 


occasion which would "give rise to reproach against the grain producers", 


Moreover, nothing can be more clear than that the rate to the 
farmer is not to be changed, The fear of farm organizations and the 
Grain Handling Organizations that this might happen is completely 
groundless. This has been emphasized time and again by the Prime 


Minister and other ministers of the Crown, 


On January 19, 1959, Prime Minister Diefenbaker, on speaking 


on the speech from the throne, said: 


"As far as the Crowsnest Pass rates are concerned, 
from the time that I was a boy in western Canada 
in 1903 and all through the years those rates 
have been regarded as the Magna Carta of western 
rights. Those rights shall not he interfered 
with to the detriment in any way of western 
agriculture or western people in general," 

(House of Commons Debates, January 19, 1999, 

page 64). 


In the debate on the extension of the Freight Rates Redu- 


ction Act, the Hon, George Hees, then Minister of Transport, said: 
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"I believe that when this bill was introduced 
last year the Prime Minister was asked the 

very same question, (i.¢c. the government's 
position regarding Crow's Nest rates). He 

gave the house an assurance that the Crowsnest 
pass rates would not be tampered with, and when 
the Prime Minister gives an assurance that . 
assurance stands." . . « « » 


"I said that a year ago the Prime Minister 
stated in this house that the Crowsnest rates 
would not be tampered with, and when the leader 
of this party makes a statement, that statement 
Btanus.” » «a wo) * 


"The Prime Minister said they will not be tampered 
with, and they will not be tampered with." 


(House of Commons Debates, June 28, 1960, page 5483). 


It would be difficult to secure a more complete reassurance 


oa) 


than the foregoing that the statutory rates on grain will be main- 
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tained insofar as payment by 


The Commission will have noted that the Canadian Pacific 


proposal is limited to railway companies, This is because at the 
present time, and for the foreseeable future, railway companies will 
be the only feasible method of transporting grain to export positions 
in Western Canada, In addition, under the Railway Act, the Canada 
Grain Act and other statutes, statutory obligations and limitations 
of a far reaching nature are imposed on railway companies with respect 
to the movement of grain to export positions in Western Canada. For 
example, under Section 391 of the Railway Act, the Board has wide 

1 


powers to require railway companies to furnish all facilities within 


their powers for the carriage of such grain. Similarly, railway 
companies are prevented from charging demurrage on Cars of grain 


awaiting unloading at the Lakehead and Pacific Coast ports. — Such 


obligations and limitations apply only to railways. 


It is for these reasons that the Canadian Pacific proposal 


is limited to railways. 


In its submission, Canadian Trucking Associations Inc. 
said: 
"It is our hope that if the Commission considers 


it advisable to recommend to the government a 
subsidy for the movement of grain at statutory 
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"rates, it will do so in a manner that will not 
prejudice the opportunity of competitive growth 
by truck transport as compared with rail transport. 
It is our suggestion that if you decide to rece 
ommend a measure of relief such as the railways 
are proposing in regard to the Crowsnest Pass 
Rates, any subsidy should be paid directly to 
the shipper who, in this case, is primarily 

the Canadian Wheat Board or its agents; that 

the shipper should be free to select the carrier 
he will use to carry freight, and that freight 
rates for grain be permitted to move to a just 
and reasonable level as may be determined by 

the usual procedures of railway rate making," 
(Vol. 59 ~ 10621). 


Canadian Trucking Associations Inc, was frank in agreeing 


that trucks do not presently carry grain moving at the. statutory 


rates. 


The Association said; 


"Trucks do not carry export grain moving under 
the 1899 rate levels because the rates for this 
traffic are below the level at which it is 
economic for trucking firms to enter into come 
petition with the railways." 

(Vol, 59 = 10620). 


When being queried by Mx, Cooper as to what level of rates 


would attract truckers, Mr. George Montague made this reply: 
y es bee 


subsidy 


"Mx, Montague: Well, I don't think I am capable 

of answering and saying that aft any particular point 
this traffic will oceur. Certainly, as soon as the 
rate got to a level at which it would attract truckers, 
and there is freedom for them to get into it, they 
would get into it. 


"Mr, Coopers You coulda'’t tell what that level 
would be? 


"Mr, Montague: No, I don't believe I could. I 
think it would be impossible to state." 


(Vol, 60 — 10891). 


Although Canadian Trucking Associations was anxious that any 


that might be payable in respect to statutory grain traffic 


be available to truckers, it was not as eager to assume the obligations 


and limitations presently on railways with respect to the transportation 


ea 
of such/'traffic., Mr. Montague said this: 


ie 
% 
# 


"Mr, Montague; Well, we got very briefly into this 
discussion the other day, and we have to admit that 
at the present time in the process of bringing the 
prairie grain to market there are certain conditions 
imposed, on the railway which, obviously, the trucking 
industry in its present state would not be able to 
meet." 

(Vol. 62 - 11184). 
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fe Later, Mr. Magee made these answers; 


"Mr. Magee; I do not want to leave the idea that 

we are complying with the conditions of the rail- 
ways ... I may have misunderstood you there but 

I did not say at any time that the trucking industry 
would be in a position to comply with the obligations 
that exist at the present time in respect to rail- 
way movement of this traffic, 


"Mr, Sinclair: Quite frankly, it would be impossible 
for them to comply with those obligations. For 
instance, the obligation of leaving their equipment 
at the terminal elevator until such time as the 
terminal elevator can wiload it. That is one 
example. Another example is that they will make 
available at the spout cars and they will run 

through because the grade does not fit the vehicle, 
they would have to keep equipment around all the time 
and sometimes their trailers would be kept around 

for 93 days. That would be impossible for a trucking 
company, would it not? 


"Mr, Magee: Yes, that would be quite impractical. 
"Mr, Sinclair: So in point of fact the trucking 
industry just could not live with the obligations 
that are now imposed on the railways for the movement 


of this western grain t is a practical 


tratfic., (It. is 
impossibility because it does not t in with their 


industry. 


ir, Magee: That is certainly true under the oblig- 
ations." 


(Vol. 65 ~~ 11491/2). 


The obvious unfairness of permitting truckers to share in 
any proposed subsidy for the movemeat of statutory grain traffic, 
while not at the same time assuming comparable obligations and limit— 
ations as the railways, was recognized by Mr. George Paul, the witness 
for Canadian Manufacturers Association, and probably the most exper~ 
ienced independent traffic witness who appeared before the Commission. 
It was also recognized by Colonel J.J. Harold, one of the witnesses 
for Quebec, and an extremely competent and experienced administrator 


of the highway transport industry. 


With respect to the conditions under which he would agree 
that trucks might participate in the subsidy, Mr. George Paul's view 
was as follows: 

"Mr, Paul: .. . but I would say that, if the 


truckers want to participate in it, they will 
have to meet the same conditions, 
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"Mc. Sinclair: And that would include free time at 
terminals, having available equipment and all these 
matters? 


xr. baul: Whatever is jnvolved in the movement of 
grain." 


(Vol. 54 ~ 9946). 


And he continued: 


Mx. Paul: Yhat if the trucks want to participate 
in the business they have to meet the same conditions 
as the railroads. 


"Mr, Sinclair: And charge the same rates? 


‘Me. Paul: They would not get the business if they 
charged more. 


"Mr. Sinclair: And they would have to carry both 
short haul and long haul traffic? 


Mr. Paul; Conditions all similar." 


(Vol. 54 ~ 9949/50). 


Colonel Harold -said: 


"Mr. Sinclair: You see, Mr. Harold, there are some 
rather peculiar situations existing about the 
handling of grain in western Canada: tor instance, 
cars of grain can go to the Lakehead and stand there 
for as long as 93 days without any demurrage being 
assessable on them? 


"Colonel Harold: ‘Then, the same rovernment regulations 
should apply to trucks if they wish to take advantage 
oti that txratiae, 


"Mr. Sinclair: Another example of a special provision 
is that by direction of the regulatory authority the 
movement of grain can have first priority and all 
equipment of the company can be channeled into that 
service and given priority over other shipments? 


"Colonel Harold: If a trucking enterprise wished to 
enter into that traffic I think that they should be 
forced to meet the same obligations. J have always 
peen a thorough believer in the necessity of equal 
responsibilities and obligations." 


e~) 


(Vol, 126 - 29279), 


Canadian Pacific subscribes to the views of these two 
experienced witnesses. The obvious unfairness of permitting trucks 
to share in the subsidy while not at the same time being subject to 
the ee obligations nor capable of handling the entire volume of 


traffic was noted by Commissioner Gobeil: 
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"Tt means that maybe in 10 years, aS you Say, 
the trucks may take part of the burden or 
advantage of the subsidy, but if the truck 
cannot take it all, cannot take 100% of it, 
it would mean that the trucking industry 
would get the best of the subsidy and the 
railways will be left with the worst part 

of it. That might happen?" 

(Vol. 65 - 11600) 

There can be no disagreement that the statutory grain rates 
are a major issue before the Commission. The first step is to deter- 
mine what would be a just and reasonable level of rates for the 
movement of the grain traffic to export positions in Western Canada. 
The next step is to determine the relationship of revenues and cost 


for this very large segment of traffic. This having been done, 


an equitable solution to the problem must be found, 


The railways have problems other than statutory grain 
traffic, but apart from this traffic they have no problems about 


which they cannot do something and are doing. something. 


What is the evidence before the Commission regarding the 


statutory grain rate traffic? In eitect it Ls <hniss 


- that the western grain rates first instituted as a 
matter of agreement in 1897 were fixed by statute in 
1925 and remain to this day at the 1899 level not-— 
withstanding substantial increases in wages, in 
material prices and in income taxes particularly in 


the last 15 years. 


-~ that to be at a just and reasonable level these 


rates should be increased 100%. 


—~ that acareful and comprehensive study of the 
cost of moving grain done by the most modern 
methods applied by experienced railway officers 
discloses that for Canadian Pacific alone there is 


a loss on this traffic of some $36 million annually. 
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- that although the cost study was vigorously attagse 
by cost consultants, economists and others repre scniring 
certain Provinces and certain grain handling organiz- 
ations, the basic principles used by the railways were 
not altered and the dollar amounts arrived at were 


shown to be correct. 


~ that railways are the only economic means of moving 
grain from country origins to export positions in 


Western Canada. 
~ that it is the national economic policy of Canada that; 


- grain will continue to be grown for export 


in Western Canada; and that 


- railways be maintained in a financially 


sound position. 


- that at a just and reasonable rate level, grain would 
move but at the expense of hardship on western farmers 
and possible elimination of marginal farmers; that 
therefore the rate to the farmers should not be increased 
but that the present loss on this traffic be paid by the 


Government to the railways. 


It has been urged that statutory grain traffic is not the 
only problem and that no solution should be recommended limited solely 
to the grain issue. It is agreed that statutory grain traffic is not 
the only problem but it is the only problem which because the rates 
are beyond the jurisdiction of the Board, there is no solution open 


either to the Board or the railways. 


It is an issue touching specifically on rates and as such 
affects to a material degree the freight rate structure. Consequently, 
it is an issue which requires specific adjustment. In the national 
interest of maintaining a sound freight rate structure, the solution 


to the statutory grain issue should not be obscured in some overall 
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remedy for railway problems geners\ly. Such a solution would work a 


disservice to shippers, to railways and to the nation, 


In recent years the burden of the statutory grain rates has 
fallen with increasing severity on Canadian Pacific. It is the sub-— 
mission of Canadian Pacific that the burden of the obligation of 
moving grain at low rates be recognized for what it really is, namely 


a national burden, 


The proposal of Canadian Pacific will in no way alter the 
rates paid by the western farmers, It is a realistie and sensible 
proposal designed to leave the present statutory rates untouched and 
at the same time to recompense the railways for the transportation 
service they are performing in the movemewt of this essential commod = 


ity. It is am equitable solution of a national problem. 


III FREIGHT RATE STRUCTURE 


IEP AEST IRAE RIMS NL HS 


The Order@=in-Council appointing this Commission refers 
to “problems relating tb railway transportation im Canada and the 
possibility of removing or alleviating inequities in the freight 
rate structure" and the Commissioners are directed specifically to 
consider and report upon; 

"(a) inequities in the freight rate structure, 

their incidence upon the various regions of 

Canada and the legislative and other changes 

that can and should be made, in furtherance 

of national economic policy, to remove or 

alleviate such inequities." 

Mr. J.M. Roberts has described the freight rate structure 
as extremely sensitive (Vol. 106 ~ 17678). He also pointed outs 

"The Canadian freight rate structure is complex. 

This is not surprising in view of the fact that 

it meets numerous complex situations which arise 

from moving thousands of different articles cover~ 

ing a wide range of transportation characteristics 


and value between thousands of points (Vol, 106 = 
17610/1). 


The fact that the freight rate structure is sensitive seems 
to have been overlooked by many people whe have appeared before this 
Commission, It is apparent from the views and theories which have 


been expounded that there is a feeling by some that the making of 
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freight rates is a mere matter of arithmetic. The people whose duty 
it is to deal with these watters from day to day know that such is 
not the case. ‘he making of freight rates cannot be done in a 
vacuum, It requires not only a knowledge of railway operations 
but an understanding of the economy of the country, the inter- 
relationship of rates and an appreciation of many competitive 
features. As Mr. Roberts said; 

"This requires the application of experienced 

judgment so as to maximize volume and net 

revenue." 

(Yol. 23 = S277), 

The freight rate structure is a mechanism whereby liter~- 
ally hundreds of thousands of prices are made, These prices are 
inter-related in many ways, as for example, distance, loadability, 
competition, value and substitute commodities, As the freight rate 
structure is a mechanism whereby prices ave made, it is changing 
continuously due to changing conditions of commerce. It is obvious, 
therefore, that it must be flexible in order to meet these changing 
conditions. It cannot meet the challenge if there are imposed on 
this structure rigid rules for the making of rates, regardless of 
the circumstances. As Dr. H.W. Williams aptiy put its: 

"But rate making theories are not wisely to be 

enforced by legislative fiat. The rate making, 

or pricing, problem is a very practical one 

embracing wide variation of eircumstances and 

requiring flexibility and speed in administration." 

The difficulty of major adjustments to the freight rate 
structure was noted by the Board of Transport Commissioners in its 
interim report to the Governor+in-Council on ihe equalization of 
freight rates, dated March 25, 1955, The Board saids 

".,.the equalization of freight rates is a long 

involved and difficult process, and a serious false 

step in any respect in adjusting the freight rate 

structure might cause a great deal of harm before it 

could be rectified, As was said by the Royal 

Commission on Transportation at page 125 of its 

report; 

‘The objective of equalization is something which 

can only be attained after considerable study by the 

Board and by the railways. Undoubtedly, many serious 

problems are involved, for example the effect that 

the proposals may have upon railway revenues, on 

established industries and on trade and market. 


patterns, All these things are of the utmost 


importance.’" 
(Page 6 of the Interim Report ) 
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It should be noted that the Order~in-Council constituting 
the Commission sounds a note of warning in this respect: "the 
legislative and other changes that can and should be made, in further~ 


ance of national economic policy." 


The purpose of this portion of this summation will be toa 
examine matters said to be inequities in ths freight rate structure 
and to consider whether the proposals suggested can and should be 


recommended’ in furtherance of national economic policy. 


In dealing with the subject of inequities in the freight 
rate structure, it may be recalled that it is the position of 
Canadian Pacific that the fixed level of statutory grain rates is 
the greatest inequity in the freight rate structure and possibly 
the only one of significance. Consequently, the remarks of Canadian 
Pacific as contained in this section of its summation should be 
considered in the light ef ate submission on the statutory grain rate 
issue, | 


Legislative and Economic Principles Underlying the Freight Rate 
Structure 
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When consideration is being given to something which is 
said to be an inequity in the freight rate structure and to the 
proposal suggested for its remedy, certain questions must he 


answered: 


What is the freight rate structure? 


What are the principles on which it has 
been built up? 


What is said to cause the inequity? 

What would be the effect on the national 

economy of the adoption of the proposal 

to remove the inequity? 

Underlying the freight rate structure are certain hasic 
principles which determine the making of just and reasonable rates. 
These principles have been developed over the course of a century and 
are the basis on which the freight rate structure now operates, Some 


of these principles are found in the Railway Act. Others are the 
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expression of practical economics that have enabled the eaonony of 


Canada to grow 2nd its commerce to move freely. 


The principles found in the Railyvay Act may be summarized 


as follows: 


Rates must be just and reasonable (Section 828(1)). This 
means just and reasonable to shippers and © the railways. Under 
this subsection, the Board ‘ay disallow any tariff or any portion 
thereof that it considers to be unjust or unreasonable, or contrary to 
any provision of the Act, and may require the railway to substitute a 
satisfactory tariff or may prescribe other tolls in lieu of the tolls 


so disallowed, 


The only limitation of the Board's powers in this respect is 
that contained in Section 328(6) and (7) dealing with rates on grain 


and products to export positions in Western Canada. 


All freight tariffs and all amendments to them must be filed 
with the Board and made public, provision being made for due notice of 
any change (three days in the case of a reduction and thirty days in 
the case of an increase) before the rates may be lawfully charged 

; | 
(Section 333), These provisions as to notice do not apply te compet= 
itive rate tariffs for which special provisions are made. Competitive 
rates are subject to Section 334 under which the Board may make special 
provisions for filing and publication, but at the same time, may require 


the railways to furnish much information justifying the necessity for 


the rate and proving the compensatory mature. 


When the railways increase a rate previously authorized 
to be charged under the Railway Act, other than a competitive rate, 
and an objection is filed with the Board to such increase, the burden 
of proof justifying the increase is upon the railway company filing 
the tariff (Section 335). 


It is the national freight rates policy that every railway 


company shall, so far as is reasonably possible, in respect of all 
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freight traffic of the same description, charge tolls to all persons 


at the same rate (Section 336). 


Subject to Section 328(6) and co I all rates must be com- 
pensatory (as to rates generally, jurisprudence of the Board; as to 
competitive rates, Section 334; as to agreed charges, Sections 32(6) 


and 33(3) of the Transport Act). 


Unjust discrimination as between persons or localities, 
undue preference, prejudice, or disadvantage, are all eoRBT Adee under 
Sections 317 and 319 of the Railway Act and the Board, under Section 
320, has full powers to make findings, determinations, or regulations 


in respect of these matters, 


No toll for the like description of goods carried under 
substantially similar circumstances and conditions shall be greater 
for a shorter distance than a longer penne on the same line or 
route, unless the Board is satisfied that, owing to oonpetitton, 3 Ag 


is expedient to allow it (Section 317(5) and (G)). 


Within the framework of these legislative principles the 


‘freight rate structure reflects a number of economic principles. 


The first of these recognizes that rates are made on the 
basis of value of service. Mr. J. M. Roberts said: 


"In all rates the value of the service to the shipper 

or consumer establishes an upper limit, as indicated 

by the ability of the traffic to pay the proposed rates 
and still move at optimum volume. By this is meant 

that the demand for the goods at the point of destination 
will be such that the cost of transportation when added 
to the other costs involved, will support a traffic 

level as near to the maximum as possible. This is subject. 
to an overall limit in that rates on all the traffic must 
not result in total net revenue beyond a reasonable 
level." 

(Vol. 23 - 3265) 


With respect to the lower limit of rates, Mr. J. M. Roberts 


said: 


"The lower limit of the range of rates is fixed by 
the need on the part of the carrier to have rates at 
a level no lower than the variable cost of providing 
the service in respect to any individual segment of 
traffic and which will, in addition, make some fair 
contribution to constant costs." 

(Vol. 23 - 3274) 
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Under the value of service principle, the demand character- 


istics of the traffic are recognized. With the exception of Dr. 
Winch, no one appearing before the Commission disputed the basic 


validity of value of service pricing. 


The second economic principle underlying the freight rate 
structure is that distance is a factor in freight rates. Dr. Hu 
Harries said: 

"It is well known that land transportation costs, 

regardless of the particular freight rate structure, 

are essentially a function of distance ... Regardless 

of the transportation policies pursued, it will be 

generally agreed that this situation must maintain." 

(Vol. 97 = 16488). 

Mr. J.M. Roberts said: 

"The distance over which goods are carried has a 

direct bearing on the rate which can and must be 

charged for the service. The length of the haul 

obviously has a direct effect on the variable cost 

of the servico. performed." 

(Vol. 106 ~ 17612). 

In the making of rates, the effect of distance is recog=~ 
nized through the application of taper in the basic freight rate 


scales. The principle of rate taper has been recognized for years 


in the making of freight rates in Canada . 


The third economic principle in vate making is that it 1s 


in the interests of all shippers for the railways to make competitive 


rates. As Manitoba said: 


"It seems clear, that once competition becomes 

a fact, the railways, from the point of view of 
contribution to net revenue, should meet the 
competition where it occurs and not reduce their 
rates to intermediate points." 

(Vol. 92 - 15700), 


It should be noted that the railways in making competitive 


rates and agreed charges must obtain a contribution to net and thus 
any contribution which flows from such rates obviously is reducing 


the contribution required of all other traffic. 
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It appears that some parties, including counsel for Alberta, 
have some doubts as to the compensatory nature of some existing 
rates. It is recognized that wis Ue eh he coapatitive rates 
and agreed charges must be compensatory. As was stated by counsel, 
Canadian Pacific would have no objection whatsoever to have spelled 
out, if that is felt to be necessary or desirable, that railways be 
required to establish periodically to the Board on a confidential 
basis that rates including normal, competitive and agreed charges 


are meeting variable costs and something more, (Vol.°108 - 17990). 


Notwithstanding the obvious economic validity of making 
competitive rates, some people appear to hold the view that compet. 
itive rates and agreed ehagese work an ineguity as against the 
shippers at points she rseanavconrot Tern does not exist. This is 
wrong. In the case Of carrier competition, the shipper is ina 
position to take advantage of whichever form of transportation he 
wishes. By meeting that competition, the railways have in no way 
improved the position of one shipper to the detriment of another. 

_ Any disadvantage of a shipper at a non-competitive point arises from 
. factors extraneous to the railways. It would be unsound to apply 


the competitive rate where the competition does not exist. 


It is essential to recognize that over the years decisions 
respecting many millions of dollars of capital investment have been 
made by ees on the basis of this freight rate structure. 
Reasonable railway revenues are also an essential part of a sound 
transportation system. This is what was meant by the Board of 
Transport Commissioners when it said that "a serious false step in 
any respect in adjusting the freight rate structure might cause a 
great deal of harm before it could be rectified" (p. 6, 1955 Interim 


Report to Governor-in-—Council). 


It has-been said many times that Canada is a country 
which involves transportation over great distances. [In the 
past the freight rate structure has permitted lower-valued goods to 


move freely because of the contribution recovered from the higher- 
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rated traffic. Many low-valued commodities have moved at relatively 
low rates for substantial distances because of this cross-subsidization. 
In the post World War II period the change which has occurred has 
been that ite higher-~rated traffic has been eroded by competitive 
media of transport, with the {nevitable consequence that there is 
not now available the same contribution from higher~-rated traffic 

in aid of the low-valued and long haul traffic. As a result, it is 
inevitable that the rates on the low-valued and long haul traffic 
must move upward to meet overall transportation requirements con~ 
ditional upon volume and growth of rail motivated traffic. Mr. 

J.M Roberts pointed this out when he said; 

", , , the contribution which the higher rated traffic 

has been making in the past to the lower rated traffic 

is not now possible and low rated traffic must now 

carry more nearly its proportion of total cost." 

(vol, 106 ~- 17649-50). 

In light of the legislative and economic principles under 
lying the freight rate structure, it is possible to cansider what 
constitutes an "inequity in the freight rate structure". It is 
submitted that an inequity in the freight rate structure can only 
exist where there has been a0 unjustified shift of transportation 
costs from one group of shippers to others, or from one region to 
another, or from shippers to the railways themselves. It is now 
proposed to consider the major inequities alleged and the proposals 


made. 
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The Commission has heard many complaints of jnequities in 
the freight rate structure. While it is difficult to give any 
general description of these, the principal complaints may be said 
to fall into two large groups: 


(a) that in consequence of the new competitive factors 
in Canada, the freight rate structure itself is out~ 
moded and should be revised, with more emphasis on 
cost of service and with provision for maximum rates 
in various circumstances. 


(b) that horizontal percentage increases in freight rates 
- place an undue burden on long haul non-competitive 
traffic which works an inequity on the shippers of 
this traffic, particularly those in the Maritime 
Provinces and Western Canada. 
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124, 
To meet the alleged inequities within these two large groups 


various parties presented suggestions or proposalm to the Commission, 


some of these proposals were hypotheses. Others were developed to 


provide a specific framework and a conclusion based on the agswape 
tions in that framework. Thus, the latter may be described as economic 
models. For example, Dr. Harries and Dr. Williams contented thenselver 
with advancing hypotheses, while Dr. M.J, Roberts and Dr. Hughes advan 
ced what can be described as sconomic models, Each of the avoTART LORS 
advanced, im the view of Canadian Pacific, contains fundamental defects 
either in the facts used in the development of the framework, the | 


logic used, or in the assumptions upon which the hypothesis was hbamed. 


The purpose of an economic model is to provide a framework 
for analysis. It suggests some of the important questions to ask, 


some of the important places to look,and some tantative conclusions 


- to be investigated. An economic model is bagically a meama Of organ 


izing data and drawing some implications from the data, to arrive at 


a conclusion. The conclusion must be tested; in mamy cases the only 


test is experience, 


Economic mode la , however, are often misused, Firet, there 
is the use of a model which does not conform with fact in a particular 
situation and ignores knowledge and experience, Use of such a model 


produces distorted results, Secondly, models used to describe applied 


economic problems in a summary fashion are dangerous because at beat , 


they are am abstraction or a highly oversimplifwed picture of the 


actual facts. 


A sound economic model must standuup to two basic tasts. 


First, do the assumptions on which it is based correspond to the 


reality to which it is being applied. Secondly, bow well does the 


economic theory and internal logic of the model stand up to reality, 
for in applied economics there are multiple causes and intricate 
Palatiduahive in most cases. Multiple causes and intricate relation 
ships certainly are present in the railway freight rate structure 
which spans not only domestic freight traffic movements from coast to 


coast but also large volumes of continental and export and import traffic. 
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% : | 
In the application of economic theory to practical problems, . 


therefore, it is essential to recognize clearly these limitations, 


The following analysis of the various economic theories 
which have been placed before the Commission has been made against a 


background of these limitations and inherent dangers which can arise 


from an over reliance on theory. 


At the hearings before the Commiscion, attempts were made 
to develop, by cross-sxamination of the various witnesses, whether the 
theories did, in fact, correspond to realities, and in addition, how 


well the theory would stand up to practical application. Evidence 


"was given by Mr. Edsforth as to his analysis of these proposals in 


the light of the practical considerations, which he, as an experienced 


é 


Traffic man, must deal with daily. 


Canadian Pacific has a sincere desire to test theories 
objectively to ascertain if they have validity when measured against 
practical considerations, Canadian Pacific is in the transportation 


business and it must stand or fall on the results of ita efforts to 


develop and carry traffic profitably. Despite some seventy-five years 


of varied activity in this field, Camadian Pacific does not pretend 
that it knows all the answers and recognizes, as it has always done, 
that conditions do change and methods Of doing business must be 


changed accordingly. The changes Canadian Pacific has initiated 


demonstrate this, for sxample merchandise services. It wolcomes 


suggestions which may produce some better way of doing business, and 
if convinced that these suggestions would lead to such results, Can- 


adian Pacific would adopt them without hesitation. 
Complaints on the freight rate structure itself 


With regard to complaints on the freight rate structure 


itself, the principal proposals were those put forward by Dr. Hu 


Harries, a witness for Alberta; the proposal of Dr. E.W. Williams, 
Jr., a witness for Manitoba and Alberta; the proposal of Dr. M.J. 
Roberts, another witness for Alberta; the proposal of the Maritimes 


Transportation Commission; the specific proposals of Dominion Steel — 


Ue i tos i A 
TEA - Haas ve 
emedory, Lantsoana @ xodd 9 twond: 
J nas nal a te ve on an " bat 

yeh ,enottatbebt oxen wt fo exknyort 

. a . m a caret y oT | 
i von a and bik Me ei de 
toa | nokxoody olmoOnoDe avoktay ed Yo pha 20 


fe Faantsge ebam aced ect solaetomod ‘edt sroted be 


» 


i : 
cp: ‘gaizts tee doldw, ategaab dooredet bon anottat 


‘ ‘. 
4 
: oboe otey atgmolts , 20.190 ito bad eroted! epakaod ed 


edd rodtedw ,scazontiw svolnny odd 20 rol rnabitexdsaaos9 or. 
.) 


wod ,SOL2ibhs al hme ealtiless of’ biogaet303 | sont bal. 


id eodabiva .anoitsoliggas Laottoany ‘4 qh ‘baate Biwow, (x08 

he ; athe a 

| nt alsaogorg oaeds ko ahertlene ak oo BS Ayrotebe all : 
- Py ; 0 i Pi 

‘beosavtveqxe as wa , od Hoddw vageds piakisan BOD Tankie aq ott 

a 

oiled she Lash deum af 
7 5 1s : ry , ia ay ees 


G jet*toed? tapt of otleeb eteonia a fad ok Ettont sakbani 
wasSings bevuecem aodw yttbiltay evad ¢oul tt aledsoone ot ‘ghovtse 


= Le my ¥ St a 
poitastogeaess oft wk at oltion % antbeaad sioistiionkell aa 


. 


oo notte att to affoeey of? no [fet 40 bets ite anon tr bia & onta 
he iA 
’ te , Y wl ae 
ataoy ovit-yinover enos, es iqred vidal. ttoxd ohxtaxt, METRO, baa qoleve 


4 
5 a 


a ap 
ua = 


buete1q tou ae0b ofkLooy makbaned ,blekt att? af yiiviton be Iu 


7 > ae 
Ono 


. , ; "4 i 7 

,enok aynwis aed tk aa |), peslayooes bas ateowane elt ifd a avon me 
i 

‘od Jaya saenteyd yakob to wdod don bss egasdo ob anoz s Lbage 


' Bn! 
boisitint and oltzsost asitbanad aogaado edT vigatbreoos a 
ioe | 


aswonlow t7 ,soatwrea eakbiradoness elgusxe > HOR, pat ovens 
, Pt eval : | ; i | 
Has ,eacnlaud yoloh 2¢ yaw vedied emou oovbouy Cait “potdw oad 
7 .. 
frebie' 
eta ,ailuacsx dove OF Baek bivgow ai olteoyggue eeoHt tads boon 


ee .uoitarracd SuedIiw eee sq0ba Bix ow onrtoat 
| | oH) : ae a 


i me Shoat em Jouats eat Jdatett ods posamal 


d 
- 


| erusousse Ian Sdglert edt go atahelqmos oy binge wre 
: ul ,30.¥d btawitot tus eaodt ate ninecue ata 


emai iiw We) se io Laaoqorq edt iadteath xe 


7 
ne ave 
: : ‘L.M .20 Yo iauogor w42 atweath ba ado 
ban Py i 
a Pa sitak od? to maida ts ond 383 rec 


‘sy 32 titeo 3 
Lis be smote 2 a 


? 126. 
gnii Conil Conporation and Acadia-Atiantic Sugar Refineries Limited; 
and the proposal of British Columbia fer a cost oriented fredght 


rate structure, which will be dealt with separately. 


All these proposals had one significant factor in ,common: 
they would either completely, or to some considerable degree, dis- 
regard demand characteristics and substitute rigid statutory rules 
for the making of rates, To the extent thet the proposals disregara 
demand characteristics, they represent an attempt, in some cases by 
legislatic., to depart fron the basic rate making princtples now 

‘ followed and to require the freight rate structure to do what it 


cannot equitably do. 


a A 


The Dr. Harries’ proposal 


Dr. Harries’ proposal was that: 


" . , the upper limit to permissive charges 
for the movement of goods in Canada be 
established by statute at not more than the 
lowest competitive rate published for the 
same or Similar traffic, plus 40%." 

(Vol. 97 ~ 16527). 


Dr. Harries clarified his proposal: 

"Mr, Sinclair: You are saying whether it is a 
commodity or competitive rate or whatever kind 
of rate it is you pick the lowest and work 40 
per cent over that? 
Dr. Harries: I think that would he better." 
(Vol, 98 = 16714/5) 

The only rates which Dr. Harries excluded as hetng a basis 
for maximum rates would be spot competitive rates (vol. 98 =~ 16704) 


and possibly short-term development rates (Vol. 97 = 16622). 


Dr. Harries made it clear that his proposal for maximum 


rates would apply to all traffic: 


"Mr, Sinclair: . . © and yet you cannot give this 
Commission a definition that will be applied to 
determine which rates are going to be subject to 
your maximum? 


Dr. Harries; Well, all rates are subject to the 
maximum. 


Mr. Sinclair: All rates are subject to the maximum? 


Pr. Harries; Yes sir. 
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Mr. Sinclair: Even the competitive rates? 


‘Dr, Harries; Wall, certainly the competitive rates 


are subject to the maximum rates." 


(Vol. 98 - 16699). 


It was Dr. Harries’ proposal that the percentage of 40%, 
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which he explained was arbitrarily selected, should be reviewed from 


time to time (Vol. 97 ~- 16527) but that having been determinec, 
not be changed for, say, 9 years. (Vol. 97 - 16577). Under the 


proposal, rates published by any railway in Canada would affect the 


ey 9 u ld 


rates on the same or similar traffic of all other railways (Vol. 98 = 


16630). 


It is clear that Dr. Harries! proposal is that maximum 
rates can be fixed with reference to the level of competitive rates. 


Dr. Williams, another witness appearing for Alberta, expressed his 


view of this approach as follows; 


Mr, Sinclair; Let me give you what I have in mind; 
if we are going to take a situation in which they 

are going to consider the fixing of maximum rates by 
principle or in any other way, that a base rate upon 


which a mark-up was to be used should not be a come 
petitive rate”? 


“Dr. Williams; If I understand you, you are referring 
to the process by which one should determine the level 
of the maximum rates? 


"Mr, Sinclair: Yes. 


“Dr. Williams; I find it a rather unsatisfactory thing 
to try to make a mark-up on a competitive rate." 


(Vol. 102 = 17121). 


Manitoba was also of the view that competitive factors 


should not govern the level of rates where the competition did not 


Manitoba said: 


"In other words, if the railways, due to competition, 
occasioned by the existence of « pipe line, reduce the 
rate on the shipment of oil, between Regina amd Winnipeg, 
they would not be acting in the best interests of their 
investors if they reduce the rate on another commodity 
guch as bricks, Or on another movement of oil, where 

the same competitive factors did not exist." 

(Vol. 92 - 15667). 
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Mr. Edsforth said; 

n, . . I think the principle is a bad one. And I 
say this because, in the first place, this would create 
an unstable foundation for any type of maximum rate. 
Certainly setting maximum rates on rates established 
to meet competition would be most unsatisfactory." 
(Vol. 109 ~ 18129). 

He explained this by saying: 

", . » a rate put in to meet competitive conditions 
in one part of the country should certainly mot be 
used as the guage for setting maximum level of rates 
on that same commodity im all parts of the country, 
particularly where competitive conditions are not 
the same. 


"That is why I say that it is an unstable foundation, 
an unsatisfactory base, 


"Furthermore, it has this other disadvamtage, that 
competition changes from time to time, so that the 
level of the competitive rate could move up and 
down quite rapidly, thus necessitating a change in 
the maximum: a great instability." 


(Vol. 109 ~ 18131). 


The practical difficulties of Dr. Harries’ proposal were 
discussed by Mr. Edsforth (Vol. 109 = 18129 et seq.), and may be 


gummarized in this way: 


=. The instability of the maximum rates which would 


be fixed with relation to am ever changing base . 


~ The artificial and rigid application to all parts 
of the country of the particular circumstances that 
inetituted the publication of the lowest rate on 
which the overall maximum would be computed. Thus 
the lowest rate om a given commodity might well he 
a water competitive rate fixed with relation to the 
low cost of water transportation. The maximum rates 
would thereupon reflect the element of water compet- 
ition in all parts of the country, although in many 
instances the movement would be hundreds or even 
thousands of miles removed from any effective water 


transportation. 
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- The deterring effect that this would have on the 
railways in meeting competition if they knew. that 
by doing so they would thereby lower the maximum 
rates and that by making a new or Peake compet = 
itive rate, it would automatically become the basis 


for setting a new and lower maximum. 


- The practical difficulty of setting Maximum rates 
on each commodity for all distances when based on 


a rate that applied only for a particular distance. 


From the standpoint of shippers, the fluctuations that would 
be bound to occur in the maximum rates because of changes being made 
in the base rate from time to time, would have a most disturbing effect. 
No shipper could calculate with any certainty what his rate was going 
to be at any given point of time. In figuring on an order, a shipper 
might well base his calculation on the rate then in effect only to 
find that before the order was filled, his rate or his competitors' 


rate had changed. 


The fact that a new or reduced competitive rate would be 
likely to affect the maximum rates all across the country would make 
it necessary for the railways in their own revenue interests to care=- 
fully consider whether they could afford to put in a competitive rate. 
Dr. Harries agreed that this would be so: 


"Commissioner Gobeil; Don't you think that normally 
the chance would be, as I know for instance of a 
specific case where it was done last year, that if 

my rates governed the whole rate, the whole commodity, 
don't you think the chance would be that I would not 
get that agreed charge? 


“Wr, Harries: I do not think there is any doubt 

about it, sir, that there would be, in the case 

that you mentioned where your one rate is going to 
govern all the rates, that there would be a pretty 
searching examination by the railways before they put 
that rate in. I do not think there is any doubt about 
its? . 


(Vol. 97 ~ 16568). | 
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While it might be argued that this would not place shippers 


PE LO A 


at any disability because they would already be in a position to 

take advantage of the alternative form of transportation which the 
‘railways desired to meet, it would have a serious effect ona 

shipper if external market competition was being met. In such instan- 
ces, the railways would have to weigh the desirability of assisting 

a Canadian shipper to meet external competition against the effect 
this action might have in reducing rates elsewhere. At best, it 

would mean that the shipper would have to wait for some time while the 
railways made a survey of the situation and in all likelihood there 
would be many cases where the railways would be reluctantly compelled 


to inform the shipper that they could not assist him, much as they 


might want to do so. 


This is not speculation. The exact parallel of this 
situation arose after the enactment in 1951 of the One and One Third 
Rule, Mr. Edsforth explained what occurred at that time: 

" . » we found that the application of the One and 

One Third Rule would so drastically reduce our 

revenue to intermediate territory .—- . that is 

territory intermediate to the British Columbia coast 

-~- that we had to substantially increase many 
competitive rates, and in other cases cancel them 
entirely, and we lost traffic that way, quite a bit 


of it: 
(Vol. 109 ~ 18134/5). 


Dr. Harries himself admitted that the initial consequence 


of his proposal would be a reduction in rail revenue (vol. 97 = 16579). 


The proposal of Dr. Harries is an excellent example of the 
consequences of relying on an untested economic hypothesis. The 
foundation of Dr. Harries’ hypothesis was that rates are too high. 
Dr. Harries said: 

"You can always define ‘too hight fairly easily: 

it means what you are paying today, and anything higher, 

of course, is right out of line. I think that is a 

fair definition of the way most of us use that term. 

It is the way I use it in many instances. 

"Mr, Sinclair: That is a subjective test? 


vpr., Harries: That is correct, oir.” 


(Vol. 97 ~- 16522). 
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It is apparent from this that in Dr. Harries' view, a just 


and reasonable rate does not mean just and reasonable to railways as 
well as to shippers. In fact, it is almost am argument for free | 
transportation above variable cost, Basing himself on this hypothesis, 
he has then sought, by am arbitrary statutory rule, to limit the 


maximum rates ou all traffic. The comsequences of applying this 


economic hypothesis to the freight rate structure show its unrealism. 


If amy method was being sought to deter the railways from 


meeting competition amd assisting shippers in meeting external market 


competition, Dr. Harries’ proposal would seem to be the most effective 


means of doing so. No proposal could be better designed to assist 


the competitors of both Canadian shippers and railways 


1) proposal. 


ser es 


The Dr, Wilitams 


weer rete 


The evidence of Dr. KW, Williams cam be summed up by 


saying that because of the development of competition by other forms 


of transport, traditional principles of vatiroad rate making have 


begun to be destroyed (Vol. 101 = 16942) and that, because the present 


method of establishing the reasomablemess of rates imvelves circular 


reasoning (Vol. 191 & 16970), a new test of reasonableness is required 


(Vol, 101 = 16974). Dr. Williams said: 


"A test, therefore, of whether rates have got so 
high as to be unreasonable in the sense that 

they tax the shippers ef the traffic charged such 
rates above what those same shippers would have 
to pay if am equal rate policy were used, 
represents the discrimination that passes beyond 
the range of the ordinary economic justification 
for discrimination." 

(Vol. 101 = 17029). 


Dr. Williams agreed that there was no burden east on the none 


competitive traffic by the traffic carried at competitive rates and 


agreed charges (Vol. 102 . 17134/37). Dr. Williams said, however, 


that while the non-competitive shipper had no cause for complaint 


about the effect of competitive rates, he did have a cause of conm- 


plaint arising from “the effect of solidifying the development which 


would otherwise be desirable for the country" representing "a disservice 


to the national economy as a whole.** Dr. Williams then said; 
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"The question then arises that if it is a disservice 
is it so great a disservice as to justify some other 
means of carrying that burden other than to require 
it to be borne by freight shippers in the present 
fashion," 

(Vok. 4102); 17139) ; 


Dr. Williams’ proposal for maximum rates would appear to 
equire substituting some arbitrary test for the proven test of demand 


haracteristics, which is the basis upon which non-competitive rates 


are now made, It is to be poted that Dr. Williams did not suggest 


any specific basis of testing the reasonableness of an individual 


rate. In the final analysis, Dr. Williams was content to suggest 


that possibly a situation could develop where the cost of providing 
rail transportation for traffic the railways could secure would 
become so high as to effectively prevent economic development. In 
such instances, he intimated that subsidy would he the answer. Of 


course, it might be that the economic value of transportation to the 


shipper would be greater than the economic value of Labour to that 


shipper in the price of a given commodity, Therefore, on this theory, 


labour costs should be subsidized or some other cost of production 
because it is obvious that transportation is but one of the many 
costs which determine the economic activity of any particular region 


or shipper. 
The Dr. Roberts" proposal 


Dr. M. J. Roberts, appearing for Alberta, proposed a manner 
in which maximum rates could be calculated. Dr. Roberts salds 


"With regard to the system of regulation you have, 
it is an implicit part of the law, if mot explicit, 
that utility companies subject to regulation are 
entitled to be made whole to cover all the costs 
they incur including a normal return on all past 
investment providing this is done by not charging 
individual prices that are excessive. 


"What we are talking about here is sone weighted 
measure when prices are excessive. So, this 

part of the answer would add up to the fact that any 
net revenues achieved by the railways, however 
determined, by rational tests of appropriate 

rate ceilings, revenue achieved by this amount 

in captive or monopoly traffic is something they 

are not by sodial right entitled to." 

(Vol. 103 ~ 17283). 
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{ 
i 
’ It is clear that in Dr. Roberts' view an excessive price 


_ = 
. 


ms . 


ds something to which the railway is not "by social right" entitled, 
Dr. Roberts amplified somewhat his reference to "social right" as 

- follows: 

"Well, I can only say this: we are dealing 

here, I think, basically with a truly valid 

economic concept . . . keeping in mind, the 

validity of this proposition that the goal 

of the regulator seems to me, and this is what I 

am essentially arguing for, despite all the 

absence of illustrations, I think that this 

ultimately should be the social test, that 

when people pay more than they pay according 

to this standard I am prescribing here, 

they in some way are paying too much." 

(Vol. 104 ~ 17351). 

Stated simply, the proposal put forward by Dr. Roherts 
was that while discrimination is fully justified, mo shipper should 
pay more under a system of discrimination than he would pay under a 


», 


system without discrimination (Vol. 103 - L724) ) . 


The Roberts' formula may be said to involve the following 


steps or assumptions 


'j That diserimination is eliminated if in each case 
the rate exceeds the service cost by the same 


percentage (Vol, 103 - 17238). 


- That the constant Re remains fixed regardless 
of the amount of output, while variable cost 
changes in proportion with output; however, the 
simplifying assumption was made that variable 
costs are unchanged per unit with decline in 


traffic (Vol. 103 ~ 17240 and 17243). 


~ That if total traffic were to move at average 
total cost per unit, there will be a decline in the 
present volume of traffic and such a decline in 
volume will result in an increase in total cost 


per unit. 
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~ That an estimate must be made of the actual 
percentage reduction in volume assuming that 
traffic was going to move at the average 


total cost per unit. 


~ That when the reduction in volume has been 
estimated, average total cost per unit is 


computed, 


~ That an estimate is then made of the percentage 
increase in the average rate level necessary to 


meet the total costs of the reduced volume. 


~ That such new rate level be translated into a 
uniform ratio of rates to average out-of-pocket 


costs in order to give full cost coverage. 


~ Finally, that this ratio be applied to the 
out-of-pocket cost of each commodity to deter~ 


mine its maximum rate. 


Dr. Roberts assumes that there is an average cost which 
will move all traffic. Whether the assumption is valid or not, 
he dogs not attempt to prove, It is apparent that volume and 
average cost per unit are interrelated. He does agree that as 
average unit cost increases, the volume will decrease, but this 
is not the same thing as saying that it can be assumed that 
there is an average unit cost which will move traffic in sufficient 
volume to ensure that all costs are paid, On the face of it, 
it would appear that as average unit cost increases and thus 
volume decreases, it is possible that there is no er hee tae 
cost which will move a sufficient volume to pay all costs. If 
this is, in fact, so, then obviously the formula is deficient 
in that it will never produce a figure from which you can eventu-~ 
ally arrive at the ratio of revenue over average out -of -pocket 


cost, which is the key to the entire formula. This is akin to 
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the predicament of Tantalus in the Greek myth. Mr, Edsforth in 
his rebuttal testimony, discussed later, dealt with it in practi-~ 


cal terms. 


It should be noted that the key figure of the ratio of 
revenue over out-of-pocket costs is arrived at by use of average 
total cost per unit at a certain velune and average out-of-pocket 
cost for all traffic. This key figure is then applied to the 


out-of-pocket cost of each commodity. 


The application of the formula involves the knowledge 
of the out-of-pocket cost of each traffic movement in order that 
the maximum be applied, Notwithstanding this, Dr. Roberts said 
that he did not think it would be necessary to cost out separately 
all the various commodities, as he said that lots of traffic has 
- comparable iibudcexrdetien for costing purposes (Vol, 103 - 
17324). Apparently for this reason, he doubted if his scheme 
would require studies for every conceivable movement of every 
conceivable commodity (Vol. 103 = 17313). Obviously, the scheme 
would be meaningless if the maximum rate arrived at in the way 
he proposes was not applied rigidly to the movement of each com-~ 
modity. This is his whole purpose and therefore, notwithstanding 
Dr. Roberts’ doubt, it is quite apparent that the regulatory body 
administering the proposal would have to know the out-of-pocket 
cost for each movement of each commodity. This in itself would 


be an extremely vast and complex study involving great expense, 


It is certainly apparent that the determination of 
this volume involves calculations and assumptions well beyond 
the practical limit of any regulatory body, or any railway 
handling a large number of different commodities over differ- 


ent routes. It would involve an accurate assessment of the 
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reaction of traffic of varying values and traffic characteristics 


and an exact determination of the wayin which these diverse 
commodities would react to changes in rates as represented by 
average cost per unit. Dr. Roberts explained the data and 
analyses required for applying his proposal, mentioning cost 
studies, revenue data, market studies and analyses for specific 
application of the proposal (Vol. 103 ~- 17328; Vol. 103 - 


17289 ff.). 


Dr. Williams recognized that the application of the test 


put forward by Dr. Roberts was difficult 


", . . because it necessitates forecasting what 
the volume of traffic would be at equal rates 
and, such a forecast having been made, a 
determination of the level of equal rates that 
would sustain the rail plant." 


(Vol, 101 - 17029). 

Dr. Williams admitted that. it involved "some degree 
of speculation as to what would oceur, especially on the demand 
side .. .'" (Vol. 101 ~ 17033). Dr. Williams agreed that, if 
the estimates or guesses proved wrong by subsequent event, they 
could have a tremendous leverage on the financial stability of 
the transportation company: 

"Mr, Sinclair; And in fact the last judgment 


of any rate is the effect of it in the market? 
You would agree with Ripley on that? 


“pr, Williams; Oh, yes, except that when you 
get into that situation, again, you have some~ 
thing that is very difficult to test. 


"Mr, Sinclair: And even after you get in there, 
you do not know, and I suggest to you you cannot say 
in advance -~ not only you do not know subsequently, 


but you cannot know prospectively the demand character~ 


istics for all the myriad movements that are covered 
by any given group of rates? Would you agree with 
that? 
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"Dr. Williams: I think that is generally true, aithough 
I think it is also true that with respect to a good 
range of substantial traffic movements it is possible to 
make some fairly decent estimates or guesses. They are 
not certainly definitive and they may be proved wrong 

by the subsequent event. 

Mr. Sinclair: But the proof of‘them being wrong can have 
a tremendous leverage on the financial stability of a 
transportation company, such as a railroad; correct? 

Dr. Williams: Very easily, if what we-are talking about 
is in a magnitude of consequences, traffic-wise."™ 

(Vol. 102 - 17127/8) 

{t is the submission of Canadian Pacific that it is 
impractical to compile such information, but that even if full cost 
studies of every commodity were available, no regulatory body could 
possibly conclude with accuracy the reaction of the various commodities 
to the changes in price that must be assumed in order to arrive at 
the exact volume of traffic which would move at any level of average 


costs per unit. ir. Edsforth explained the difficulties and 


uncertainties involved in market analyses (Vol. 109 ~ 18162). 


Me. Edsforth was satisfied that Ur. Roberts ° proposal 
would not be a good thing to be introduced in the freight rate structure 
(Vol. 109 - 18152). He explained the difficulties in determining 
the average cost of moving traffic in Canada as this was complicated 
by the fact that one-quarter of Canadian Pacific freight revenue is 
derived from international traffic, overhead traffic and rates in 
Canada related to the U.S. rates, which would have to be excluded 
(Vol, 109 - 18153). Mr. Edsforth said that as the theoretical 
maximum revenue could not be secured on some traffic, and could not 
be exceeded on other traffic, in order to maintain the revenue, 
the maximum would have to be raised. He also said that lower rates 
would have to be increased (Vol. 119 ~ 19673). He said that the 
application of Dr. Roberts’ proposal could even involve lower rates 
for competitive traffic or agreed charge traffic than the competition 
would require, thus reducing revenue without improving traffic 
volume (Vol. 109 ~ 18157). Mr. Edsforth's opinion was the reduction 
of certain rates through the application of Dr. Roberts’ maximum 


would not result in any significant increase in volume, certainly 
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not significant enough to compemsate for the revenue contribution 
that would be lost (Vol. 109 - 18157). It must be remembered in 
this connection that Dr. Roberts was not contemplating that the 
lower rated traffic should be brought up to the maxinum levels 
Mr, Cummings In any event, it is not, if I understand 
what you say, an essential of your scheme that lower- 
rated traffic be brought up? 
Dr. Roberts: Well, it is not contemplated that 
this should be done. It is an es@ential of the scheme 
that the inquiry would be made. What would happen to 
the traffic in total ~- all traffic including that 
presently moving at high rates and that presently 
moving at low rates -- if there were no discrimination, 


Mr, Cumming: Oh, I see. Merely as the study in order 
to arrive at the proper maximum to be set? 


Dr. Roberts: That is right. That is right, 

Mr. Cumming: That having been done, there is no 

necessity under your scheme for any rate action 

other than the imposition of the maximum and the 

bringing down of any rates in excess of that to 

that maximum level? 

Dr. Roberts; That is right." 

(Vol, 104 - 17340/1) 

Mr. Edsforth's overall assessment was that the 

consequent necessity of increasing the maximum rates to make up 
for the loss in revenue would eventually result im maximun rates 
being pretty much back to what they are today, but that in the mean- 
time railway revenues would have suffered, and the general stability 
of the rate structure would have been disturbed (Vol. 109 - 18160). 
Mr. Edsforth was of the view that these matters must be examined 


in a practical sort of way, and that any proposal must be something 


that will work, and work preperly (Vol. 109 - 18163). 


There are other practical difficulties. If Dr. 
Roberts’ theory is accepted, this must mean that demand in all cases 
is almost completely elastic and would expand in direct response 
to rate reductions, or that the railways’ share of the existing 
demand would be improved because of the lower rates, This theory 
could only be accepted if Petedertation cost was the only element 
that influenced the expansion or contraction of market demand, 


Such, of course, is not and cannot be the case. There are a 
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multiplicity of factors that affect market demand, such as changes 


in wage rates, taxes, 


of which affect the price of the finished goods. 


in cost of raw materials and production, 


all 


Under certain’ 


conditions, the demand is likely to expand, regardless of prices, 


while at other times, 


price level has little effect on reduction in demand. 


economic conditions may be such that the 


The interplay 


of many forces determines the elasticity of demand and the assumption 


that a reduction in freight rates alone, which in many cases would 


probably be only a small fraction of the landed price of the goods 


would stimulate demand, 


is wholly unwarranted. 


The assumption that a reduction in rates down to 


the ceiling level would generate more traffic for the railways in 


competition with other transportation agencies requires some examina- 


tion. 


There undoubtedly would be cases of traffic moving at agreed 


charges, some covering 100% of the volume, at rates higher than a 


maximum rate based on Dr. Roberts' 


formula. .-1It is difficult to 


understand how the railways could hope to get more volume by lower 


rates on much of the agreed charge 


this out to the Commission (Vol. 


As to traffic moving at 


traffic. Mr. Edsforth pointed 


109 ~ 18157/8). 


other than agreed charges, 


possibly some would be attracted to the railways but from experience, 


it is known that corresponding rate reductions would be made by 


competing carriers in many instances, refuting the assumption that 


the railways would improve their share of this traffic. 


It should be noted that 
of additional traffic necessary to 
occasioned by rate reductions, the 
traffic must be many times greater 


from lower freight rates. This is 


when considering the volume 
offset the net revenue loss 

gross revenue from the additional 
than the net revenue reduction 


so because there are costs 


associated with the additional traffic. 


Drs. 


Williams and Roberts were prompted to put forward 


their proposalsbecause they were of the view the test of the 


reasonableness of an individual rate involves circular reasoning 
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and therefore some external test of reasonableness was required. 

Dr. Williams was apparently of the view that the reasonableness of 
individual rates is tested only by comparing one rate with another, 
which in turn is compared with some other rate and that eventually 


one is brought back to the starting point. 


wr. Edsforth (Vol. 109 - 18148) developed in some 
detail the various tests of reasonableness employ#d by Canadian 
Pacific which went far beyond mere rate comparisons, although he 
emphasized that it was important to make sure that rates maintained 
a reasonable relationship so that the entire structure would not 
get out of balance. He referred, however, to other tests, such as 
the minimum level which must at all times meet the variable Bock of 
handling the traffic, plus something more. Observing this minimun, 
all rates should be at a level which would enable the traffic to 
move freely and make the maximum net revenue contribution. This, he 
stated, was determined in the first iastance by conferring with the 
shippers, Looking at the product involved, estimating the market, 
and any other relevant factors. As a maximum level of rates, Mr. 
Edsforth suggested that this should not only be high enough, but of 
A sufficient range in levels to prevent any rigid restriction that: 
would tend to unnecessarily reduce the net revenue contribution, 
His definition of the range in maximum levels was that the maximum 
rates should vary with relation to the type of traffic involved, 
having regard to the value of the service performed so that the 
maximum rate on one type of commodity could be quite different from 


that of another. 


It is clear that present rate making and tests of 
reasonableness do not involve the circular reasoning suggested by 
Drs. Williams and Roberts. Moreover, while supporting a value 
of service freight rate structure, Drs. Williams and Roberts 
proposed an external test of reasonableness of individual rates in 
that structure derived from a cost of service base, indeed an average 


totel cost base. It is the position of Canadian Paeific that value 
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of service with demand characteristics setting the ceiling, cannot 
be used with arbitrary percentages over cost setting the maximum 


rate. 


Although Dr. Roberts said that he had not made a 
one-sided analysis (Vol,104-17444), it is quite apparent that he 
has recommended a one-sided solution. Proceeding on the basis 
that discrimination is valid, his proposal would reduce higher rates 
to a theoretical non—-discriminatory level but would not increase 


lower rates to the same non-discriminatory level, 


It is highly significant that Dr. Williams admitted 
that the external test based on an assessment of the effect of 
discrimination would not only be extremely difficult to apply, 
but that it had not been adopted anywhere in the relevant law or 
administrative procedure; 

"Mr, Sinclair: So the test of reasonableness of a 
maximum rate would be an extremely difficult test 


to apply? 


Dr. Williams: It is certainly true, and J think I 
said as much when I brought it in. 


Mr. Sinclair: And you would also agree that your 

test of reasonableness of a maximum rate has not been 

adopted in any free enterprise economy that you know of? 

Dr. Williams: So far as I am aware it has not been 

adopted anywhere if by that you mean embracing it 

either into law or into administrative procedure, 

That is right. 

Mr. Mauro: Free enterprise or otherwise? 

‘Dr, Williams: Yes, I know of no exceptions to that." 

(Vol. 102 - 17143) 

Surely in Canada where rail transportation is so 

essential to the economic well-being of the country, untested 


theoretical economic concepts are to be approached with extreme 


caution. 


The degree of caution must increase where the 
proponent has neither the responsibility of seeing that the proposal 
works nor the responsibility for losses and dislocations which may 


occur. The freight rate structure is a practical thing upon which 
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rests hundreds of millions of dollars of investment by industry 


and the railways. 


The Maritimes Proposals 

The proposal of the Maritimes Transportation Com- 
mission was linked to a proposed revision of the Maritime Freight 
Rates Act. The M.T.C. said that the ideal revision of the Act 
would be one which would ensure the Atlantic Provinces producers the 
same rate on the shipment of products to Central Canada as the rate 
available to the Central Canadian competitor in that market (Vol. 83A - 
71). The difficulty of achieving their ideal was recognized. The 
specific proposal of the M.T.C. was that the M.F.R.A. be revised to 
provide a subsidy to Maritime shippers covering the entire percentage 
difference between the average Maritime to Eastern rail rate and the 
average Eastern to Eastern rail rate (Vol. 83A ~- 90/1). This would 
leave the Maritime ideal to be reached some other time,but in the 
meantime would materially increase the Maritime subsidy. The M.T.C. 
did not ask for a revision of the M.F.R.A. insofar as traffic to 


Western Canada is concerned (Vol. 83A ~ 88). 


The Maritimes Trans portation Commission justified 
its proposal on two inter-related grounds; namely, historical 
precedent and present economic needs 


"Mr, Dickson: Yes, Mr. Cooper, that is the case of the 
Maritimes Transportation Commission -~ historical precedent 
and the present economic need requires today and for the 
future, as long as the economic need exists, the de-emphasis 
of distance in rates on traffic moving from the Atlantic 
provinces. 


Mr. Cooper; And those two reasons, do you say, are of 
equal importance in your submission to the Commission? 


Mr. Dickson: It is hard to put a quality on either one of 
them. They are both very important. 


Mr. Cooper: Would you say that one is independent of 
the other? Each one stands on its own feet? 


Mr. Dickson: No, I think they must be connected. 


Mr. Cooper: But one -- am I correct in thinking that 
one, nevertheless, is perhaps an alternative to the 
other? In other words, have you got two prongs to this 
application, each one standing separately, or is it all 
one reason -~ different facets of the same thing? 
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"Mr, Dickson: We have based our case on the two prongs, 
and I would think that both of these factors must be 
considered in connection with our case." 
(Vol, 84 - 14489) 

Mr. Dickson said that the two bases were inter- 


related (Vol. 85 - 14664), 


The complexity of the argument based on historical 
precedent, not to mention the necessarily conjunctive argument, 
presents great difficulty in accepting the Maritimes’ proposal 
tied as it is solely to the freight rate structure, Moreover, 
it should not be overlooked that the recommendation of the Royal 
Commission on Maritime Claims (the Duncan Commission) was a 
recommendation “once and for all” of all the historical considera- 
tions and this recommendation was then embodied in the Maritime 
Freight Rates Act. It is not without significance that the 
Turgeon Commission, in reviewing complaints comparable to those 
pow put forward, said; 

"Nothing put before the Commission warrants a 
recommendation of such extensions of the Act. The 
proposals overlook the basic intent and purpose of 

the Act." 

(Turgeon Commission,p. 234) 

| The Turgeon Commission also noted that the Duncan 


Commission had used the words "once and for all" in summing up 


its conclusions. 


Basically the proposal of the Maritimes Trans~- 
portation Commission is that distance be even further disregarded 
in the making of freight rates on traffic moving from the 
| Maritimes to Central Canada. The question of whether this proposal 
arises as a consequence of an existing inequity in the freight rate 
structure or is extraneous, involving among other things resource 
base, will: be discussed later, However, the merits of the eer oent 


from the point of view of rate making warrant comment. 


Mr. Edsforth pointed out that because the proposal 
was based’on the average level of rail rates within Eastern territory 


and the average level of rail rates on traffic moving by rail from 
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the Maritimes to Eastern Canada, ome shipper might get more 
assistance than he really needed, and another might not get enough 


(Vol. 109 - 18180). 


Mr. Dickson, one of the witnesses for Maritimes 
Transportation Commission, agreed that if the proposal was accepted, 
there would be demands from Eastern manufacturers for some relief | 
on the grounds that they were the ercLhvaaranipper 2 and that 
the Central Canadian market was their traditional market, which 
would be prejudiced to some extent by the Maritime proposal (Vol, 85 - 
14664). 


Mr, Dickson agreed that the Duncan Commission was 
looking at rate changes rather than rate levels: 
"Mr. Sinclair: Well, Mr. Dickson, the Duncam Commission 
looked at rate changes rather than rate levels, did they 


not? They looked at the change in rates, not in the 
level of rates? - 


Mr. Dickson: The Duncan Commission said that the maritimes 
100 had hecome 192. 


Mr. Sinclair: That is measuring change rather than level, 
is it not? 


Mr. Dickson: That is right. I was just going to add 
that the 100 rest of Canada had become 159, 


Mr. Sinclair: That is measuring change, not level? 
Groep oncon: Yes, that is right; they measured the rate 
of increase." 

(Vol. 85 - 14665) 

When that Commission made its veacunendation: wHiOG 
it said it was doing once and for all, it was making an adjustment 
to correct the rate changes that had occurred. Provision was then 
made in the Maritime Freight Rates Act by Section 3(2)(b) for changes 
in the tolls or tariffs to meet increases or reductions as the 
case may oe ti, cost of operation. The Maritimes Transportation 
Commission proposal:would, in effect, repeal this Section as 
the Maritimes to Eastern rate would then not reflect changes 
in cost of operations from the Maritimes to Eastern Canada, 


but the average change of rate levels for whatever reason in 


Eastern Canada. 
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It is worth noting here that the Province of 
Quebec was opposed to the changes proposed by the Maritimes Trans- 
portation Commission on the ground that they run contrary to the 


true objective of the Maritime Freight Rates Act (Vol. 125 - 20739). 


Dominion Steel and Coal Corporation proposed that 
it should not pay a net rate in excess of rate parity with Hamilton 
at Montreal (Vol. 85A - 32A) on shipments of billets, blooms and 
wire rods from Sydney, Nova Scotia. Dosco suggested that for rates 
on these products to points beyond Montreal, there should be added 
to the Montreal base rate the differences that applied on these 
products as on July 31, 1959, over Montreal to the points beyond 


(Vol. 85A - 35). 


The Dosco proposal was a clear attempt to have the 
rate structure offset geographic disadvantages of Dosco with regard 
to finished products. Dosco could well have a geographic advantage 
with regard to coal or iron ore compared to the Hamilton plant and 
if the proposal of offsetting geographic disadvantage for the finished 
products of Dosco was to be applied, why mot equally apply the 
proposal to offset the geographic disadvantage of the competitor 
with regard to raw material. [It is for reasons such as this, 
among other obvious ones, that the rate structure camnot be used 


to offset geographic disadvantages. 


The Acadia-Atlantic Sugar Refineries Limited 
proposed that the western limit or boundary of the “select territory" 
now defined for purposes of the Maritime Freight Rates Act as at 
Diamond Junction or Levis, should continue as the westerly boundary 
of the so-called Maritimes area and that sugar traffic moving 
outward westbound all rail from any point in the select territory 
beyond the limit of the eastern lines at Diamond Junction or Levis 


should receive a subvention equal to the full proportion of the 
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‘through-rate on the eastern line and that the Federal Government 
assume the cost and reimburse the railways accordingly (Vol. 4 - 409/10) , 
T. McAvity and Sons Limited subscribed "wholeheartedly to the 


thoughts expressed by the Atlantic brief". (Vol. 4 ~ 446). 


The proposals of Acadia-Atlantic Sugar, which 
McAvity and Sons supported, again is using the freight rate structure 
to offset distance from markets, something that the freight rate 
structure cannot equitably do. The reaction of other shippers 
competing in the same market is immediate, as was indicated by 
the reaction of the Canada and Dominion Sugar Company presentation. 


Is there an inequity arising from the rate level of non-competitive 
rated traffic? 


NT PO PPS SE EET 


Certain rates in the freight rate structure are marked 
competitive; the balance of the rates are described in a number of 
Pays. The point is - viet competition affects many rates not marked 
or designated competitive. For example, the traffic officers of 
Canadian Pacific in their evidence, have stated that competition 
affects the level of normal commodity rates and as is known agreed 
charges arise from competitive factors, The evidence before the 
Commission, and it has not been challenged, is that competition is 
now all-pervasive. The so-called captive traffic is captive by 
choice of the shipper rather than by necessity. The shipper recognizes 
a better price in transportation and takes it and because the railways 
handle all of a given movement, does not make that traffic captive 


except by choice of the shipper. 


It is important to emphasize that various types of compet — 
ition exist which affect rate levels. Mr. J.M. Roberts in his evidence 
pointed this out (Vol. 23 ~ 3372; Vol. 109 - 18069 et seq.). Compet- 
ition is both active and potential, Each type is equally important, 
Carrier competition is obvious. External market competition is 
fairly well known, Substitute product, alternative source of supply 
and industry relocation are all competitive factors which affect rate 


levels which are not so well known, 
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It is easy to prepare exhibits showing certain rates 
affected by competition at a lower level than normal rates. It is 
easy to move from this fact to the mistaken conclusion that rates 
affected by competition being lower than normal rates create an 
“inequity on traffic moving at normal rates, That this approach was 
clearly wrong was acknowledged by a number of witnesses and numerous 
references could be made to the transcript, One example; 


"Mr, Sinclair: Well, then, if each of the apreed 
charges and each of the competitive rates by law 
must be able to meet the test of increasing net 
revenue, improving net revenue, how can there be 
a burden by virtue of that thrown upon traffic 
that has not got an economic substitution? 


‘Mr, Williams: I do not think there is any burden 
cast by the incident you are talking about, I do 
not think I have ever argued there was a burden cast 
by any such individual incident or even a collection 
of such incidents, What we are finding, however, 

is that the variety of pressures, including the 
inflationary pressure, tend to force the traffic that 
as yet has no acceptable substitute to take a good 
part of the increase in the cost structure that 
comes along, and so on. If you were talking about 
making a new rate or an agreed charge or a compet— 
itive rate in the normal course that rate itself 
either retains traffic, either it is threatened with 
loss or it develops new traffic, and it is of itself 
a rate that contributes something over its direct or 
alternative cost as we might use the term, I do not 
see that that casts a burden on anything." 

(Vol, 102 ~ 17134). 


"Mr, Sinclair; .. . 1 now ask you this; in so far 

as there is mo burden put on traffic of which there is 
no substitution there cannot be in that traffic any 
complaint, You would agree with this? 


"Dr, Williams: I agree to this possible restatement 
which may be what you were just saying, or may not, 
I am not entirely certain that when a rate is made 
the effect of which is to hold or develop traffic in 
the fact of clearcut legitimate competition and that 
could, of course, be potential competition which is 
a thing which we have more and more to recognize, 
where the effect of that rate is to hold or to develop 
traffic, and it does so, in that process it makes a 
net contribution. Then, neither that rate nor the 
traffic which moves under it, in my opinion, casts a 
burden on anything else in the railroad traffic 
structure." 

(vol. 102 ~ 17137). 


Some people seem to find it unusual that the rate on one 
carload is higher than the rate on another carload next to it, moving 


in the same train between the same points. Some people have said 


it does not cost any more to move a car of refrigerators than it does 
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to move a car of coal, so why charge the refrigerators more than the 


coal. 


Of course, if rates were made on cost, it would not be right 
to have as great a difference as in fact exists, but freight rates 
are not made on cost. Cost merely sets the floor, Demand character- 
istics, differential pricing, value of service, or whatever name you 
want to apply to it, sets the level of the rate above the floor. It 
is important that no rates be below variable cost and something more, 
If traffic is moving at a rate less than variable cost, a burden is 
certainly created and an inequity immediately develops. However, if 
all rates were to be based on cost alone, much traffic now moving 
would stop moving. Moreover, a reduction in rates on traffic now 
moving at rates above full cost would not improve the movement of 
that traffic, because such traffic has demonstrated that it will move 


freely at the rate level being charged. 


It is Canadian Pacific's position that minimum rate control 
is necessary. It is necessary not only psychologically, but 
because of the unique position in Canada of Canadian Pacific as 
a private enterprise competing with a state enterprise. Mr. Roberts 


dealt with this in his evidence (Vol. 108 - 17929). 


Canadian Pacific recognizes that the independent trucker 
of Quebec or of Manitoba wants the assurance that Canada's major 
railways will not cut rates below Sag ray er The phrase "predatory 
pricing" has been used. Minimum rate control precludes predatory 


pricing. 


Insofar aS maximum rates are concerned, these are now 
prescribed under the Railway Act in the equalized class rates and the 
equalized commodity scales, Beyond this an individual rate can be 
challenged before the Board. Canadian Pacific is firmly of the view 
that introducing maximum rates based on cost calculations is unsound 


and impractical. 


The reasons why the various proposals for maximum rates 


advanced before this Commission are unsound and impractical have been 
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discussed earlier. One of the most experienced industrial traffic 
men in Canada, a man who has direct responsibility in traffic matters 
and who appeared before the Commission representing the manufacturers 
of Canada, dealt with this point as follows: 


"Mr. Sinclair: Mr. Paul, the members of the Canadian 
Manufacturers! Association and you, personally, are 
large purchasers of rail transportation; that is 
correct? 


Mr. Pauls TI would say so, as a group; one of the 
largest. 


'"™r, Sinclair: The purchasing of this transportation 
is dene, in many cases, including in your Own company, 
yourself, by professional traffic men? 


"Mr, Paule Yes. 


"Mr. Sinclair; And you, as an example, devote your 
full time to transportation matters in your company? 


"ir, Paul: Yes. 


"Mr, Sinclair: And you have done so for quite a number 
of years? 


wir. Paule Yes, sir. 
"Mr. Sinclairs How many years? 


"Mr, Paul; Around forty in the transportation business, 
but as head of the transportation for my company, for 
seventeen years, 


"Mr. Sinclair: Mr. Paul, the present freight rate struc- 
ture enables the railways to have varying contributions 
above variable costs in the rates that are fixed; correct? 


"Mr, Pauls Yes, 


"Mr. Sinclair: What is your position as to the continuance 
of that principle in the railway pricing? 


"Mr. Pauls We think it is a sound principle, and to move 
the maximum amount of freight I would say that is a nec- 
essity. 


"Mr, Sinclair: There have been submissions to this Com- 
mission that the present method of pricing railway 
service as it is now carried on should not be continued, 
but that railway pricing should be Cost orientated, or, 
another way it was put was that cost of service rather 
than value of service should be the basis of railway 
pricing; what is your view on that? 


"Mr, Pauls: Well, we would disagree with that. 
"Mr. Sinclair: Disagree with what? 
"Mr. Pauls: That policy == or, that principle of cost 


of service only being the factor to be considered in 
freight rates. 
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"Mr, Sinclair: Would you or would you not also 

be against a policy that required a fixed relation- 
ship to cost, that no traffic, for instance, could 
be priced in the freight rate structure, say, less 
than so much of a percentage over variable cost -~- 
nothing could be priced less than that, and nothing 
could be priced more than a certain percentage over 
fully distributed cost? Would you also be against 
that? 


"Mr, Paul: Yes, I don't think that system would be 
flexible enough to move the maximum volume of 
aratine.,* 


(Vol, 54 ~ 9927/8) 


To suggest that the present freight rate structure and 
the present method of railway pricing imposes an inequity is 
clearly not correct. That the suggestion is wrong is the view 
of experienced traffic men employed by industry as well as rail- 
way traffic officers - the evidence of Mr. Paul referred to 
above, the evidence of Mr. Cliff. Wilson, General Traffic Man- 
ager of C. & D. Sugar (Vol. 57 - 10370/1) and the evidence of 
Mr. Roy Halliday, representing the Canadian Lumbermen's Associ- 
ation and a former traffic officer of a large Eastern lumber 
company (Vol. 50 - 9377). Mr. Halliday said that he was in 


favour of value of service pricing "as it is now practised", 


The effect of the maximum rate proposals advanced to 
this Commission would be detrimental to the national economy 
of Canada. They would have an adverse effect upon shippers and 
industry and would adversely affect the financial integrity of 
the railways. They would cause numerous disputes between shippers 
and the railways. They would result in a high degree of instab- 
ility in the rate structure. They would be expensive to implement 
and expensive to maintain. It is the submission of Canadian Pac- 


ific that they should not be recommended, 
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Complaints on horizontal percentage increases 


It is said by these complainants that the horizontal 
percentage method of applying general rate increases disturbs 
freight rate relationships. It is alleged it prevents shippers, 
whose goods move long distances, from maintaining their position 


in the various markets in cempetition with producers who may xy 


a 


a shorter haul and, therefore, a lower rate on the same kind 
of goods. Moreover, it is said to be inequitable as it does not 
apply increases to the same extent to traffic moving on compet-~- 


itive rates and agreed charges. 


British Columbia, while opposing horizontal percentage 
increases on the grounds of undue burden on long haul and bulk 
traffic, could only suggest selective increases a5 an alternative, 
but advanced no suggestions as to how the selection could be 
achieved in a practical way. Indeed the only suggestion of 
British Columbia in this respect dealt with a proposal for a 
general revision in rate making principles, which they assumed 
would remove the necessity for general revenue cases in the future, 


This will be dealt with later. 
The Alberta Proposal. 


The Province of Alberta, as usual, opposed horizontal 
percentage increases and stated that no further increases should 
be allowed until ways and means have been found to eliminate 
from the freight rate structure all of the alleged distortions, 
so that in the future, no one segment of traffic and no one 
region will bear more than its just proportion of the burden of 


increased revenue needed by the railways (Vol. 36 - 5667/8) . 


Alberta then advanced through Dr. W.I. Little a method 
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of applying general freight rate increases described as 
"The Cost Based Rate Increase Formula". The theory under- 
lying this proposal was that rate increases should be 
applied in direct proportion to increased costs of 

line haul and terminal services. In the example shown 

by Dr. Little, it was assumed that terminal bade had 
increased more than line haul costs and, therefore, a 
declining percentage increase should be applied as the 


length of haul increased. 


This method of applying a freight rate increase 
could only be appropriate if the freight rates were based 
entirely on the cost of service, although Dr. Little would 
not admit this. Nevertheless, as pointed out by Mr. 
Edsforth (Vol. 109 - 18173/7), it would be a practical 
impossibility to determine the ae RE increase 
needed for all of the different lengths of haul in order 
to produce the required additional revenue, This is so 
because Dr. Little's formula is predicated strictly on costs 
as related to the Class 100 rates, and does not, in any way, 
take into account the volume of traffic moving at all rate 


levels and for all lengths of haul. 


Dr. Little's formula would create the further 
serious problem of applying a higher percentage of increase 
to movements for the shorter hauls in which competition is 
the most intense and where the low valued traffic moves in 
greatest volume. Even if it could be worked out ina 
theoretical eee which he did not demonstrate, thereby 


providing for a somewhat lower rate of increase on the 
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longer haul traffic, the short fall of revenue from that traffic 


would have to be made up by the short haul traffic. It is question- 


able whether this could be done, first, because of the greater 
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4nutenaity of competition in the shorter hauls, and secomd, because 


‘of the imability of much of the low valued traffic to stand the 
additional increases dus to market price inelagticity, Canadian 
pacific submits that the Little theory will not moasure up to 
practical business conditions, but can only result im massive erosion 


of short haul traffic. 


1 


Apart from this, He. Edeforth, (Vol. 109 ~» 16169) « Vained 
the practical problems of determining the varivus perceatages 
of increase, of applying them to the rates without a complete revision 
of all freight tariffs, which would take years to accouplish at 
substantial cost, and the difficulty of estimating the revenue 
yield which is au essential part of the proof in a general revenue 
application. These were among the considerations which prompted the 
‘Interstate Commerce Commission to reject an almost idemtical proposal 
put forward by Dr. Little in Ex Parte 208 (300 1.€.CG. 671~-2) to 
which Mr. Bdsforth referred (Vol. 119 - 19696). ia part, the 
Commission said:~ | | 


"Northwestern interests advocatbe & goduetion in the 
percentages of lncranac as the distance increases. For 
distances of 400 miles or less, they would apply a 
uniform percentage increase; peyond 400 miles the 
percentage of iucrease would be reduced progressively 
as the distance increases, based on the redaction in 
earnings per 100 pounds per mile, he proposal is to 
use the wountain-Pacific scale in the territory where 
it applies, and to use the 23300 sealew im all other 
parts of the sountry even though the 28300 ecale does 
not apply to transcontinental traffic. 


This method of increasing rates was described by Pro- 
fessor Little of the University of Washington. it will 
be referred to hereinatter as the iyittie Formula’. 


e ° e ° ° © ° ° ° @ 9 6 e 2 o 6 °o ° o 9 8 o @ @ °o 9 tJ ® 


Yhe proponents of the ‘Little Forwula’ offered no 
estimates of the amount of rewonue it would produce, 
fhe practical application of euch a foraula would be 
fraught with difficulties from the standpoint of 
teriff publication. it would also radically change 
the rate of progression of existing rates based upon 
distance. Wany commodity rates disregard distance, 
to a cousiderable extent, and the increases on theses 
rates would be governed by the progression of the 

. 28300 gpcale, or by the progression of the nountain~ 
Pacific scale in mountain-Pacific territory. The 
formula, would allow the maximum percentage increase: 
for distances of 400 miles or less, which is the 
principal area of truck competition, and would apply 
the lesser percentage increases to the longer hauls 
where the railroads are in a better competitive 
situation.” 


' _ » «4, “ ie 7 
+e a) Po bs < AS 
Caled ieee/ ty 
Ps : lL ; ie oa) ae a ” i is, 
eatin oe en 


‘eae hint o oil iedt beets 
ee al 5 ; ; a 7 rie 
Spada pedrerie iifend” ‘optag tettw 
af : Ay ; y ive? 


OG? Gm #tevacg 364 Tide chobey wlést 


7 , ’ > sa “a . 
eoruote sVigeas.ut *iaeasy yiae who hei Bee Nias re ihe a 
; ‘ i 4 Nise ie ah he - ot ae 7 ' 
me way sole? - ri UT 
a f cr 1 : os See 
M@muA Ls a. Rim GER he D) . ta ReRehe “Ss ands bs Sieg mst : 
Ry Yh, : 
wr VET ElwIe Tow ho ee Hdeuest saat { 
( , ¥ “ae 
L.G2 vio iw wotad add ec mad f Wit hy sy al 385 ee 


my 


‘, 


“ie ai , ‘ ' ‘ art . Lee Sf s 4 iy - pba “i ¢ al *i od ta vten 


| 4 ‘ ; RL ’ 4 4 4 4 
"4 
oH x } * t a oi 
Ai ; 
42? s) ‘war ‘ ‘ ‘ b Sap hs iy 
i a ra 7 
be wa 7 
1 ‘ y Mg i a of 7 2 
sf ote. tu dewedl 3 cs arr 
bs fh me & se de 
Ca ee a a t Saati oA, a 
4 r LO oy ve t soktebe 
r Ve ‘yAl sen mines 
; as oe x t a 
a Ale rLORe Oat a te sag Gh 
Kea - 4 


Lay - wba COL xia : CLARE 

: oS ATT hve yz | r& ONE oa ig oi RA ne 

2 ‘y ; om } <i. A “ rn a et ee ry g as i) 
td Agpods ote We teton’ ey o 8oxeg. a 

i i Lo. ROY ie eee > ees fa op. ia 

‘eat! | : . | ia 

: oh Gol 24 Kg ' hi 3! Eee ye uta? Pan 

wat 2o COtawviD ade Sb wees one 


‘ i? ie © Pa ult aie ap Ws Sore od? 4 


ie 4 bt 
} Lave ‘ Pa $ 
’ ) foam %o moc teod leas fun? s 
3 ae y “¥ ‘ ag tt ts eeu Hy | 
i i a. 46 3 AMO” Bt oh utd aot fai ie 
es esegut gaLini 1) 1 polavercvond. be wa 

4 tal LeeetalLo Bevax ¢2 cDauetene uw ~ ’ 
ws we mLotk ght hae) waa) 2o ass Aanhete 
Ve a2 le soindetes “ acs oe tee LOVOy oa : 2 

ee? Me a9 ei ‘y/ 7@ 


ty chk Pmt ‘uy al? ae 
r .rrothened Of hlea-aba ae mpm at ois 
eaYoag i: 9 ad ¥S ey WAS eu via 8 cam), at3: wo tha Me 
oo wo? dabde Meel 4 aa a 00h, 

Niseey * 4 hapten 
ot aah Salgee S we 


154, 


Dr. Little's formula is warealistic in that it attempts to 
apply an increase that is Barely cost-oriented to the basic freight 
rate structure which is value of service oriented, It is impractical 
of application because of difficulties in estimating revenue yield 
and preparing tariffs to implement the increase. It would result 
in massive erosions of railway traffic in the short haul field. 


It should be left in the American classrowm where it was conceived. 


The Saskatchewan Proposal, 


The Province of Saskatchewam complained that the two most 
serious effects of horizontal increases lie ia the higher level of 
rates applying to longer distances, and in the detrimental effects 
on long haul in comparison with short haul shippers (Vol. 8&9 ~- 15281). 
This is in fact two facets of the same complaint, namely, that rates 
reflect distance. However, Saskatchewan said that the horizontal 
percentage method of accomplishing general rate adjustments appeared 
to be the only one which could be applied by a regulatory body 
(VYol. 89 ~ 15302). In addition, Saskatchewan said it had no confidence 
‘that legislation against horizontal increases would be effective 
(Vol. 89 ~ 15282). Saskatchewan therefore recommended a national . 
transportation subsidy, the objectives of which woulds 

-~ be consistent with established national policy but 
ameliorate to some extent the unequal impact of wational policy; 

- promote the flow of traffic and thereby foster closer 
economic relationship between all parts of Canada} 

a} mitigate to a degree the divisive effect of great distances 
by absorbing a portion of the transportation cost and blunt to some 
extent at least the sharp edge of any future gemeral increase; 

- be applied in such a manner as to avoid discriminating 
between different regions and thereby be regarded as a truly 
national subsidy one from which all parts of Canada may benefit while 
still odin tribating the burden of transportation costs} 

- not be of a nature that would simply result in the Federal 


Treasury underwriting railway revenue deficits (Vol. 89 ~ 15304/5). 
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155. 


Saskatchewan advanced this proposal, because it had no 
confidence that adjustments purely within the rate structure offered 
any solution to what it termed the problem facing the railways or 


the users of railway freight services (Vol. 89 - 15302). 


In cross-examination, Dr. Britnell, the witness for 
Saskatchewan, suggested that the proposed national transportation 
subsidy could take some form or adaptation of the Maritime Freieut 
Rates Act, and he suggested a "Western Freight Rates Act" (Vol. 89 = 
15332). As subsequently expanded by Dr. Britnell, the proposed 
Western Freight Rates Act would; 

= employ the percentages in the Maritime Freight Rates Act 
as applicable to Western Canada (Vol. 89 ~ 15332). He would start 
with 30% (Vol. 90 — 15396) starting first with the long-haul 
traffic and applying it gradually (Vol. 90 = 15397) ; 

- apply to traffic moving into and out of the Prairie Provinces 
and British Columbia (Vol. 90 — 15353) and later Dr. Britnell 
extended this to the area west of the head of the lakes (Vol. 91 = 
15538) ; 

= not apply to agreed charges (Vol. 89 ~ 15333) but Dr. Britnell 
was not certain whether competitive rates should be included (Vol. 91 = 
15539) ; 

- traffic would be billed at the lower rate and the reduction 
between that rate and the proper level would be a matter for which 
the railways would be recompensed by the Federal Government (Vol. 91 = 
15539) ; 

- traffic carried by other carriers than rail would qualify 
subject to such carriers coming under the central regulatory body 
proposed by Saskatchewan and complying with the rules and regulations 


(Vol.89 - 15333/4). 


In describing the proposed subsidy, Dr. Britnell said; 


"yY am not quite sure I would say it is a national subsidy 
to the whole of Western Canada's shippers and receivers, 
I would prefer to think of it as a national subsidy 
compensating the western region for some of the effects 
of national policy that have militated against it." 
(Vol. 91 = 15539). 
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156. 


Before the Turgeon Royal Commission, Saskatchewan made 

@ very similar proposal, which was rejected for these ronronss 
"Ko case has been made out for the Compensation 
Subsidy. It is to be noted that although apolicable 
to both Alberta and Manitoba neither of these provinces 
advocated it. The basis of the claim really is the 

' ‘Yong haul’ pend a subsidy is not the remedy. 

‘The analogy 0 the Maritime Freight Rates At: ices mot 
exist; the reasons given, for the passage ox that Act 
weres (a) pre-confederation promiucs; (b) restoration 
of rates to the level that had been established to give 
effect to these promises; and (c) the additional mileage 
of the route taken by the Intercolonial Rallway or 
strategic purposes. 

fhe adoption of the proposal would have the effect of 
ereating still more anomalies." 
(Turgeon Report, p. 158) 

While there may be segments ef tha Western Canadian 
economy which are in difficulty, there are othar segments whieh 
are in a atrong financial position, To suggest a general subsidy 
involving millions of dollars without a demonstrated meed ia WLOBE » 
To attempt to use the freight rate structure to effect some ger ral 


redistribution of wealth is also wrong. 


The Manitoba Proposal, 

The Province of Manitoba, taking its historical exception 
to the application of horizontal percentage Increases (VoL, Gi = 
15567) suggested an alternative method whereby a goneral increase 
in freight rates would be arrived at by deriving part of the 
additional revenue from an increase in cents per hundred pounds Amd 
>the remainder by way of a percentage iucrsase. To this way, Manitoba 

suggests some recoguition would be given tw the difference in the 


increases in terminal costs versus line haul COStS o 


Under the Manitoba formula the increase in terminad costs 
would be recovered by a cents-per-hundred-pounds increase to be 
added to each rate and the line haul costs would be recovered by a 
horizontal percentage increase applied to the rate prior te any 
Increase » Realizing that this formula would ducrease unduly the 
-pates on short hauls and on low rated comoditios, Manitoba proposed 


a modification. Under the modification, rates would be in creased 
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157% 
by the lesser of the formula or a atraight horizontal percentage increase 
of a higher amount. The higher percentage horizontal increase was 
apparently somewhat arbitrary. Mr. dtachiwhin the witness for 
Manitoba, said: 

"This again, I admit is an arbitrary figure. The 
formula cuts it in half and the modification doubles 
the percentage. Now, we are not tied to that." 
(Volume 93 ~ 15928) 

By this, he apparently meant that if, in the particular 
circumstances, a straight horizontal percentage increase of 20% was 
indicated, under the Manitoba formula the portion to be raised by a 
horizontal percentage increase would be 10% (half the 20%), but under 


the modification the higher percentage would be 40% (double the 20%). 


While Manitoba’s formula was calculated on a mathematical 
basis so as to yield theoretically the same revenue increase as 
from the straight horizontal percentage increases, no allowance was 
made for the short fall of revenue which would result from the 
modification made by Manitoba for the lower rated traffic. Mr. 
Edsforth, in his review of Manitoba's proposal pointed out that the 
calculation should be based on Canadian Pacific revenue and tonnage 
rather than that from all railways which would change the factors 
and considerably enlarge the area in which the modification would 
apply (see Exhibits 163 and 164; Vol. 109 ~ 18081/3). 
While Mr. Stechishin had given as his opinion that this modification 
would not occasion any serious loss of revenue, Mr. Edsforth estimated 
that the loss would be quite substantial and would probably require 
an additional two to four percentage points on the revenue to be obtainec 
from the percentage increase. Later (Vol. 119 - 19754) Mr. Edsforth 
stated that from a partial check of some of the heavier moving commodities 
calculation showed a revenue reduction of some $4 million, because 
of the modification of the Manitoba formula. This could only be made 
up by further increasing the percentage. In the final analysis, the 
formula would probably work itself down to the position where the 


end result would be little if any different than that under a 
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straight horizontal incrensea. & antually, the long hank trattic 
would he ao batter off, but in the noantine, surlons diglocations to 


“shippers MMA railways would RAVE OGEUFPAC o 


ft was Mr. Kdeforth's assessment that tho rad, Lya ys ° 
revenue position would be seriously affected under the Manitoba 
proposal (Vol. 109 - 18097). Im fact, he Gadd it woud mot be 
properly protected (Vol, 118 = 19554). 


Me. Stechishin agreed that kis proposal had mevexr heer 
tried im a general revenue case but he thoughtat should be tried 
and if it did not work, he said “at least you have exper imen tad” 
(Vol. 93 - 15936). The suggestion that such type of exper iment 
ghould be tried om so important a matter cannot seriously be accepted 
by those whe are responsible for the result, varticularly whem @ 
practical test of the application oe this foxmna La makcanes it eloar 
that the results are certain to be untaix, mot only to the railways 
but to many shippers. it is true adjustmemts could be made aad aw 
Me. Stechishin himself said, if it did not work out, thon the railways 
gould them go after another increase (Vou » QR o 1GVBG). Ta the 
meantime, however, much pormanent damage inevitably would have been 

ne 


done. 


it ig an essential assuwptioa of the Yanit oba peoposad 
that competition is not more imtengive im the short haul field 
(Vol. 93 = 45998), The correctuess of the assumption of Manitoba 
as to the impact of cowpatition is basic to their Luether asounption 
that their alternative would aot impaise rad reveiliMes.e Mrs AiLe@eeclaighin 
wa Lei s 
WAny alternative scheme tov the application of wate 
increases must take late consideration two najor Lactors ¢ 
firstly, the impact on the Bhippers and secondly, that 
any resultant scheme does mot impair rail revemdes” >. 
(Vol, 91 = 15612) 
If the assumption as to the effect on short hawt tratric 


ig unsound, with the consequent result that railway Pevenues aro 


impaired, the Kamitoba proposal is imvalid. As mentioned, Manitoba 
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159, 


itself indicated some concern about short haul traffic by introducing 
its modification, 


It was Mr. Edsforth's opinion that competition was much 
more intense in the short haul (Vol. 109 ~ 18086; Vol. 118 - 19585). 
Mr. J. HM. Roberts said that competition from trucks was most intense 


on distances up to 300 to 400 miles (Vol. 24 ~ 3450). 


| Mr. Stechishin (Vol. 96 - 16312) said that he was basing 
his. view that competition was not more intensive in the short haul 
field on a study of the Board's Waybill Analysis, Mr. Edsforth 
dealt with this contention in detail in his rebuttal evidence 
(¥ol. 109 - 18086 to 18039), In speaking to this matter, Mr. Rdsforth 
was giving his experience as a railway traffic officer, end also | 
from his experience as 4 traffic man for peher types of transportation, 
specifically motor trucks and water. On the iueeuaanead using the 
Board's Waybill Analysis as ir. Stechishin suggested, Mr. Rdsforth's 
evidence WABE | | 


‘ir. Sinclairs Now, what do you think of a study 
based on the Poard’s wayhill amalysis to show that 
your experience is not giving you the correct 
answers -~ let me put it that way? 


lr. Edsforth; if do not really see how a study 

of the waybill analysis cam give you that result 

because the waybill analysis, after all, only shows 
‘what you handled. It docs not show what you did 

not get, and that is where you see the incidence of 

truck competition. 


ir. Sinclair: Can you, by looking at rate changes in the 
ares, by mileage blecks, say up to 200 -- 200 to 

400, 400 to 800, 800 to 1,000 -- can you do it 

that way? 


llr, Edsforth: No, not necessarily, because traffic 
‘mix has some effect there - a very large effect. You 
would have to examine individual rates and individual 
volumes of movenent to really give you the story. 

As I say, that only gives you part of the story: it 
only shows what you handled, and that is certainly only 
half of it.” 

(vol. 109 - 180838/9) 


| On the point as to the area of intensity of competition, 
the finding of the Interstate Comuerce Commission in Ex Parte 
206 (300 1.C.C. 671-2) quoted earlier in this suimation when we 


_ were consider ing the Little proposal, is significant: 
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"The formula would allow the maximum percentage .ac\.),\se 
for distances of 400 miles or less, which is the A 
principal area of truck competition, and would apply the 
lesser percentage increases to the louger hauls where 
the railroads are in a better competitive situation. 
Mr. Stechishin not only thinks that the experience of Mr. Edsforth 
and Mr. Roberts is misleading them, but he also thinks the Interstate 
Commerce Commission is wrong. Obviously, the service factor of truck 


transportation is more marked in, the short haul field, and this in 


itself indicates the area of intensity. 


Province of Ontario 

The Province of Ontario and several witnesses appearing on behalf 
of different regions in the Province, as well as certain shipper 
associations, opposed horizontal increases. However, little in the way 
of alternative proposals was advanced. The witnesses for the Province 
itself indicated that they had not made a sufficient study of the rate 


structure to determine what other method might be better. 


The Southwestern Associated Chambers of Commerce suggested a 
higher percentage increase for the short hauls and a lower percentage 
increase for the long hauls, to be applied to all commodities although 
admitting that there might be difficulty in applying the greater increasé 
to the highly competitive short haul traffic (Vol. 43 = 7363/4). Ob- 
viously they were prepared to admit that an impairment of railway 
revenues would result from such a proposal. This may be contrasted 


with Manitoba. 


The Canadian Electrical Manufacturers Association made a 
suggestion of a graduated percentage increase declining as distance 
increased. Their proposal was confined to class rate traffic only, 
evidently having regard to their own particular Situation only and 
without considering the general effect throughout the country on other 


shippers or the railways’ revenue (Vol. 44 — 7484). 


Other interests such as the Northwestern Development Association 
and the Joint Transportation Committee of Fort William and Port Arthur 
Chambers of Commerce, suggested that flat increases per 100 lbs. would 
be preferable to horizontal percentage increases (Vol. 70 - 12542). 
Again apparently, no consideration was given to the effect this would 


have on the demand of different types of traffic nor to the extent that 
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such increases would bear most heavily on the low value and short~haul 


traffic such as pulpwood. 


None of the witnesses appearing for the Province of Ontario or 
associations or areas in the Province had made any real study to determine 
what kind of alternative to horizontal percentage increases would be 


practicable or what inequities might result from such alternatives. 


Province of Quebec 

In its recommendations, the Province proposed that "legislation 
be passed to compel the railways to readjust agreed charges, such read~ 
justment to be equal to the percentage of the horizontal increase". (Vol. 
125 - 20763). The French version indicates the adjustment to be taken at 
the terminal period of the contract. (Vol. 124 - 20531). In cross~ 
examination on this point, (Vol. 126 = 20882=—-7) Col. Harold indicated 
that the view of Quebec was that the agreed charge rates should be in-= 
creased and downward adjustments made where necessary. However, he< ¢y- 
prepared to admit (Vol. 126 = 20887) that under the legislative change 


proposed, there would be exceptions under special circumstances. 


Percentage increases can only be applied automatically to agreed 
charges where they contain escalator clauses, At present, where 
contracts do not contain such clauses, individual negotiations for in~ 
creases are made. The difficulty with Quebec's proposal is that in 
cases that would not come within the exceptions they were prepared to ~ 
make, the only recourse to the railways would be to cancel the agreed 
charge and not reinstitute it unless the shipper was prepared to sign 
at the higher rate. This would place a severe limitation upon the use 
of agreed charges and place the railways in a much more restrictive 


position than that of their competitors. 


Maritime Provinces 

The provinces of New Brunswick, Nova Scotia, Prince Edware 
Island and Newfoundland all complained of the effect of horizontal 
increases, largely on the grounds that their competitive position 
had been worsened in comparison with other producing areas. None of 


the provinces suggested any alternative method. 


It might be noted that if the basic presentation of the 


Mariv mes Transportation Commission is accepted, the result would be 
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the elimination of rate differences as between shipments moving 
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between points in Central Canada and shipments from the Maritimes to 
Central Canada, and artificially by statute, to convert these average 


rate differences into competitive rate relationships. 


The Effect of Horizontal Percentage Increases in Fact 

Complaints against horizontal increases are; that they disturb 
the spread between rates; that they are only applied to a part of the 
rate structure; that they do not reflect differences in Lline-haul and 
terminal costs; and that they burden long haul traffic to a greater 


degree than is justified. 


For years, many, including some who should have known better, 
have said that horizontal percentage increases widen the spread 
between rates and thus disturb competitive rate relationships. This 
is wrong. A competitive rate relationship exists when rates from 
different origins are the same or when there are "established rate 
differentials". In the first instance, horizontal percentage increases 
obviously maintain the competitive rate relationship. In the second 


instance, they are maintained by way of exception, 


Horizontal percentage increases raise proportionately all 
rates to which they are applied. In doing so, higher rates go up more 
than lower rates and the difference in cents between the two rates 
becomes greater, This is not a disadvantage of the horizontal 
increase method, but an advantage. A given rate is higher than another 
rate because of value of service considerations, as well as cost. If 
a higher rate is not increased more in cents than a lower rate, the 
relative demand characteristics and relative cost impacts are automati= 
cally disturbed, The fact that rates are increased horizontally and 
then adjusted downwards as the demand characteristics assert themselves 
is the application of Ripley's principle that the test of a rate is 
to put it into effect. This is the test of the market or the measuring 


of demand characteristics. 


Any general increase, whether it be horizontal, flat, 
combination, or any other method, can only apply to a part of the rate 
structure. First, there is that body of rates which moves traffic at 


international and related rates. Mr. Edsforth described this traffic 
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(Vol. 109 ~- 18153). Increases on such traffic do not take place at 
the same time as general increases are applied in Canada, but are 
applied concurrently with general increases in the United States after 
the specific approval by the Board of Transport Commissioners. To 
attempt to increase them in any other way would adversely affect 
Canadian shippers or preclude Canadian railways from partaking in 
increased revenues which would be charged by American carriers under 
joint through rates. Another part of the vate structure which has not 
been increased in general revenue cases is the statutory grain rates. 
This will be rectified if the proposals of the railways now before the 


Commission are implemented. 


The myth has grown up that agreed charges and competitive rates 
are not subject to general percentage increases. Competitive rates | 
are increased at the time of general rate increases if the competitive 
factors which control their level permit. If the competitive factors 
which control their level do not permit, to increase these rates 
would be a disservice to the balance of traffic and would require a 
higher increase because of the loss of the revenue over variable cost 
that such traffic provides. Where competitive rates are increased 
at the time of general revenue cases, the attrition and erosion is 
substantial because these rates are extremely sensitive to competitive 
factors. Moreover, individual adjustments in this section of the 


rate structure are made from time to time as competition requires. 


Agreed charges are contract rates. Escalator clauses, both 
absolute and modified, are contained in many contracts. The number of 
contracts containing such clauses is increasing. Where there is not an 
escalator clause in the agreed charge, a rate increase is a matter of 
individual negotiation. In some cases, no increase can be secured. 

If an increase were to be applied notwithstanding lack of prior agree~ 
ment of the contracting shipper, the contract would be abrogated and a 


greater burden would thereby be cast upon the balance of traffic. 


Before this Commission, for the first time, the suggestion has 
been made that horizontal percentage increases are deficient in that 


they do not reflect the differences in cost changes in terminal and line 
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haul movements. The basis of this suggestion is different labour inten- 
sities in the two types of movement. The first point to be noted is 
that all rate Theveksen are not caused by wage increases. Increases 
in material prices and in income and sales taxes, neither of which are 
related to labour intensity, have been major factors in the general 
freight rate increases in the post World War II period. In regard to 
greater labour intensity in terminal movement, it is often overicoKed 
that terminal work is required not only at origin and destination, but 
also at intermediate terminals. Here also, the fact of terminal vs. 
line haul in relation to length of haul has been taken into account in 
the taper, which is basic to the various types of class and commodity 


rates. 


If the line haul vs. terminal approach was to be applied in 
general increase cases, it would disturb arbitraries. The use of 
arbitraries is important and they are an established part of the freight 
rate structure (Vol. 23 ~ 3292). Particularly are they important to 
the Maritime Provinces. Under the Little Formula for instance, as 
was shown by Mr. Edsforth (Vol. 109 = 186172), rates from Saint John 


to Windsor, Ont. would be increased more than the rate from Halifax. 


The old saw that horizontal increases place an unjust burden 
on the long haul has been said so often that people are prepared to 
believe it without even thinking whether it is right. Of course, no 
one has been able to define long haul. Mr. J.M. Roberts pointed this 
out in his evidence (Vol. 106 - 17630). Counsel for Alberta has been 
asked to try in case after case. His experience tells him that what is 
long haul for sugar beets is short haul for sugar. What is long haul 
for crushed stone is short haul for coal. Of course, ape Geer hem 
long haul is a matter of degree. {It has been interesting, down through 
the years, to have heard Counsel for Alberta claiming that his Province 
was at the apex of the freight rate structure, and having Counsel for 


Saskatchewan challenge him and say, "Not you, me", 


The Province of Quebec, in its submission to this Commission, 


dealt with regional complaints as follows: 
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"The point we wish to make is that notwithstanding 
some interruptions, all parts of Canada have bene- 
fited from the rapid economic expansion of the 
Canadian economy." (Vol. 124 ~ 20574). 


COCO FCCOHOCEFOHGHHHKHOCHOHO0HOHFTFHCHOOGCOHGHEFTOFEHHEHHTHHHH OH 


"Perhaps the time has come to stop complaining about 

the injustice of Confederation, with people of 

all parts of Canada joining in an effort to build 

a bigger and better Canada, for the benefit of the 

people in every province of our land." (Vol. 124 ~ 20579). 

In Minister of Agricuiture for B.G.vV. CNR. etal... (1859) 
§.C.R. 229 at 238, the Hon. Mr. Justice Ivan C. Rand, a jurist with 
much experience in freight rate matters, stated: 

"The scheme of the section (336) thus meets the obvious 

demand to put all sections of the country on an equality 

in the transportation of goods while preserving the 

structure of classification of traffic and rates as it 

has been built up in the course of a century." 

Only by applying horizontal percentage increases and 
adjusting them to take care of disturbances arising from disposition 
of fractions, can the equality so avidly sought by the Western 
Provinces, which resulted in the enactment of Section 336 of the 


Railway Act, be maintained, 


While those who are opposed to horizontal percentage increases 
are undoubtedly sincere in advancing their alternative proposals, they 
do not appear to have studied the matter sufficiently to see where their 
Siggestions would eventually lead. Very little consideration appears 
to have been given to the position of those shippers whose rates would 
be adversely affected by the alternative plans. Manitoba did make a 
gesture in this direction by modification of their plan but even this 
modification would increase the rates of many shippers by double the 


amount that they would pay under a horizontal increase. 


Those shippers whose rates would be increased by greater 
amounts under the alternatives proposed would undoubtedly expect the 
railways to deal with them and make some adjustments, In the final anal- 
ysis, these adjustments would result in long haul traffic, assuming the 
Same increase as it would have secured initially under horizontal 
increases, or perhaps even more, because of traffic erosion in the short 
haul field during the adjustment period. In the meantime, the disturb- 


ance of the business of many thousands of shippers and the effect on 
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the railways revenue might well be critical. 


Canadian Pacific has explored many alternative methods of 
applying freight rate increases, including all of those advocated 
before the Commission. Canadian Pacific haa tested and examined them 
in detail to see what the effects would be and for reasons which were 
fully supported by Mr. Roberts in his evidence, has been forced to the 
conclusion that none of these methods would work as well in the overe 
all picture as the present horizontal increase method, (Vol. 106 = 


17648). - 


The railways, unlike regional interests or particular 
shippers, must consider the matter from the standpoint of all 
shippers and all regions as well as from the standpoint of their own 
revenue needs. The alternatives suggested, have failed to meet the 


practical tests which must be made to determine their soundness. 


The general attitude appears to be twe do mot like horizontal 
increases, lets try a new experiment which me, y be better, if not, 
we will go back to horizontal increases". This approach was tried 
after the Turgeon Royal Commission with most unsatisfactory results. 
Freight rates are too important to be the subject of pragmatic exper~ 


imentation. 


The horizontal percentage increase method is unpopular and 
it has been maintained only because no better method has been found. 
Mr, J.M. Roberts said: 


"J know that the horizontal percentage increase 
method is not popular. I am convinced that any 
other method’, after it had been applied, would 

be even less popular with the majority of shippers." 
(Vol, 106 ~ 17648). 


"I wish to assure the Commission that Canadian 
Pacific is supporting the horizontal percentage 
increase method because it is convinced that it 
is the fairest and most equitable method for 
shippers and railways alike." 

(Vol. 106 = 17650). 


Mr. Edsforth emphasized the position of Canadian Pacific: 


™ir, Sinclair; Are you wedded to the horizontal 
percentage increase method? 


to sbonte® ovtsenied ke, tee | | 
“4 Shel a zi ea 
ni beJanovha eed} to ihe ginkh ulots 


- 


coat te . 


: > med) besotiwuakw bag | -ercer ead bittost ga tbat nH 7 
Pi i ris 
% ) : ¥ ve 


siew doldw eaonaos ¥O% an ‘od btwos atounte Md? , 
sd3 OF heote?, neod: sar aodebhve. mid ok sriadon 


ie 4. Ad 4 rm «t 4 n> I ww aye or eye i bi Ot Cron > ‘ered don ‘ened t) he dno 9 


; . ; the 
it 4 tON)  hodtoa wae aed Latnéat tod yoeaigag ont 


ap 
; ¥ » ‘ i 4“ 
eye a - 
ad P : 
4 tan 
14 
P : t 4 fn & 
= : Laem -4 aa ry 7 > f sd; 
iu pee ; | | 
ge | ea Miele ORG Y. oar a eh bg eae , ROAR: ch pl ra 
4. a we at, wat ‘al Ae eee 2 Aa ey ria) yy Bik @il = tet 5 
; } ‘ A { wy 
‘ eta ; » oy ene : Y By 
. 
> Jlee dea 
2 P ap i yi Z Rata: ae re ae ¥ 


Pie veins yee oexegat ef ohaw ad str ao hat etaog 
a 5 7 oa 

i @ : ort 

a 


1 y 
{ a Fo ey OT eee : nt Of) ee ‘i oc ay 4 ae COG m ty eet P a +i fa T oney oat 


i ath 


= ‘ ¥ A +: . i 
CITES VE EOLOLE CGRT ROTO ATOR ROM Se ae 
us coer | ana ig 
ahs | ia 1 acd if ‘ tat Yea ae e £4! i he (i > 
» adh > wt | ) “s ite? wok a ‘ bA% ind regents tte apc Mag 
2 | ; ih 
“1D Am @ reodos 


am teweeg. £as0 isog ii BJ 
gi? bantke | ae 4 talvata tan ‘oy 
Va sou. Pad r Sar rae pod tam. 
Df OAT HILw Valanigy 
‘ i (Abartt. . 
. % nolnetaae) edt. osbene dt i 
pI so*vogG Leluoshiad @dy sehasouae we 


dr ONOCLYROD Oh Ih gupaped Dosa ew 
ottow eidaetivuos tao baa oun 4 

| *enlthe eyewd Sate hee ae 

ns | » ROGET es wie 


* - 7 
A“ 
: 
i ; 


4 ss fs 4 t i) Re mpage pena 
; 5 1 rahe il ea mi 


2 ry 
; 


at ol a ease) 


4 167, 


"Mr. Edsforth: Not at ali, I certainly have not 
got a closed mind on it and if I could find a 
method that would do a better job, then I would 
want to adopt it, but I have not seen any yet, 

and we have examined quite a few, that would do 

a job as well as the straight percentage increase." 
(Vol. 109 ~ 18177) 


Is there an inequity arising from the horizontal percentage increase 
method? 


In the post World War If period no issue has received as 
much consideration by the provinces, the railways, the Board of 
Transport Commissioners and other tribunals as the iseue of the 
method of applying general increases in freight rates. In the 
first post-war general revenue case, an application was made to the 
Supreme Court of Canada for a ruling that horizontal percentage 
increases were outside the jurisdiction of the Board, The Supreme 
Court dismissed the application ((1947) 60 C.R.T.C. 255). In each 
of the subsequent general revenue cases, in appeals to the Cabinet and 
before the Turgeon and this Commission, the claim that horizontal 


percentage increases created inequities has been advanced. 


It is of significance that the claim that horizontal 
percentage increases are unfair and that they create inequitable 
burdens is most readily accepted by those who have not had the time 
to fully familiarize themselves with the freight rate structure and 
how it operates. After analysis in the cases before the Board, the 
allegations that the percentage increase method should not be used 


were rejected. 


Many who voiced complaints of the horizontal increase method 
have no alternative to suggest. As has been demonstrated by the 
analysis made in the record, where alternatives were advanced and 
tested, they could not stand up. As has been shown, if some of the 
alternatives were implemented they would be even less popular with 
the majority of shippers than the horizontal percentage increase, 

It has been shown that the alternatives suggested would not do the job 
as well as the straight percentage increase. it is not said that 
the horizontal percentage increase method is the only method, but it 


is the position of Canadian Pacific that it ils the only method which 
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is practical and which implements in the fairest possible way the 
_ obviously unpopular necessity of higher freight rates. Notwithstanding 
numerous analyses, it is submitted that no inequity arising from 


horizontal percentage increases has been demonstrated. 


Mr. Frawley has made much both before this Commission and 
in other places, of what in this proceeding is Exhibit 52, This 
exhibit demonstrates how easy it is to present a case against 
horizontal percentage increases when in fact the presentation 
will not stand up. If the exhibit told the whole story, a prima 
facie case would have been made, but it does not tell the whole 
story if the reasons behind the figures and the groupings on the 
exhibit are understood, Part of the story behind the figures is 


set out in Exhibit 93 filed by Mr. J. M. Roberts. 


The impact of general increases in freight rates is 
‘difficult to measure. With the data available, an attempt was made 
by Canadian Pacific to show the impact and is set out in Exhibit 162. 
This exhibit is based on the Board’s Waybill Analysis, which is a 
1% sample of only a part of the carload traffic moving within Canada. 
The sample is not stratified, Mr. Mauro, Counsel for Manitoba, 
attempted to show that Exhibit 162 could not be relied on. His 
cross-examination of Mr. Edsforth on this exhibit will be found in 
Vol. 118 - 19527 et seq. In re-examination, Mr. Edsforth (Vol. 119 - 
19734 et seq.) demonstrated why the approach of Mr. Mauro and the 


figures that he advanced could not be used to support his position. 


Canadian Pacific does not say that Exhibit 162 gives a 
final answer, but with the data available, it does indicate that 
the impact of the 17% horizontal increase which became effective on 
December 1, 1958, did not place any undue burden on any region or on 


any particular type of traffic. 


Mr. Mauro, in his cross~-examination of Mr.Roberts, 
(vol. 107 - 17845 et seq.) attempted to show that while the percentage 


yield from the 17% increase indicated similar impact within Ontario 
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and Quebec as within Western Canada and between the West and Ontario 
and Quebec, the absolute increase in cents per hundred pounds varied 
considerably and thereby constituted a difference in the impact 

in different parts of the country. Mr. Roberts (Vol. 107 - 17853) 
showed that in relation to the work done (ton miles of service 
performed) the traffic moving within Ontario and Quebec, and from 
Western Canada to Ontario and Quebec, bore approximately the same 
charges per unit as traffic moving within Western Canada and from 
Ontario and Quebec to the West. That is to say, in relation to 

the work done, the freight rate increase was equitably distributed. 


Clearly, there is no unequal burden here. 


An inequity in the freight rate structure can be alleged; 
4t can be thought to exist; but surely this is not enough. Surely 
it has to be proven. There is no proof before this Commission that 
horizontal percentage increases create an inequity; indeed the 


proof is to the contrary. 


The proposals advanced as alternatives to the horizontal 
percentage increase method would adversely affect the national 
economy of Canada. They would place an undue burden on short haul 
low valued commodities. They would artificially increase competition 
for the railways in the short haul field. They would prevent 
expeditious handling of general revenue cases by the Board, They 
would adversely affect the financial integrity of the railways. It 
is the submission of Canadian Pacific that they should not be 


recommended. 


The British Columbia Broposal 


The proposal of British Columbia for a new freight rate 
structure does not fall either within the category of maximum rates 


or the alternatives to horizontal percentage increases. 


British Columbia proposed a new costoriented railway 


rate structure prescribing; 
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~ minimum rate schedules for all carload traffic; 
— maximum rate schedules for all carload "captive" traffic; 
~- schedules of actual rates for less-than-carload traffic 


(Vol. 76 - 13396). 


It is important to note that under the British Columbia 
proposal, the Board of Transport Commissioners would have to give prior 
approval to the minimum rates, by route, for all carload traffic, 
whether "captive" or "non-captive", and in addition, give prior 
approval to the maximum rates on traffic designated "captive", 

When you consider the multitude of rates and commodities of different 
characteristics moving over varying routes, this is a fantastic 

work load. Moreover, to it must be added prior approval by the Board ~ 
for the actual rates to be charged on all less-than-carload shipments, 
which again, under the British Columbia proposal, would reflect cost 
characteristics of such shipments. The detail in less-than-carload 


determination in and of itself is enough to make one stop. 


British Columbia proposed a new classification of all car- 
load merchandise in which cost factors would be the eriteria to be 
considered when assigning goods to various classes (Vol, 76 = 13397). 
Value of commodity would be excluded in the classification (Vol. 79 = 


13951). 


The foundation of any rate structure is the classification. 
It is basic to the British Columbia proposal that a new classification 
be established. This in itself is a tremendous task involving years 
of effort. Under the existing freight rate structure the maximum 
rates, that is the class rates, are tied in with the classification 
and the classification and the concomitant class rates are the found- 
ation of the structure. The new classification envisaged by the 
British Columbia proposal would eliminate value of the commodity as 
an element in classification and the classification would be tied in 
with minimum rate scales to form the foundation of the new freight 


rate structure. 
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The Canadian Freight Classification No. 20, which became 


effective March 1, 1955, took over two years to complete, working 


from an established base. Literally millions of calculations are 


| involved in setting up the tariffs to form the existing foundation of 


the rate structure. 


171. 


The classification of commodities is so important to shippers 


it is essential that extended discussions take place between the 
railway classification committee and individual shippers. Ome can 
imagine the length of these discussions where practical traffic men 
are faced with a reclassification of their commodities obviating 


the value of the commodity as an element in classification. 


It is of great significance in the submission of Canadian 
Pacific that although British Columbia has complete jurisdiction over 
the Pacific Great Eastern Railway and over intra-provincial trucking, 
it has not attempted to prescribe its proposal within its own 
transportation jurisdiction. For example; 

Mr, Sinclair: If the province of British Columbia is 

interested im having proper elements of transportation 

resources based upon cost.orientation, transport media, 

why did they not introduce this cost-orientad concept 

of rate-making where they had full authority to do 50, 

namely, imtra and inter-provincial trucking”? 

"Dr. Hughes: This is only published in 1960, but when, 

they read it maybe they will have some further thoughts 

on trucking in British Columbia," 

(Vol. 79 = 13957), 

It should also be noted that British Columbia is im the 


fortunate (or unfortumate) position of being the sole owner of a 


railway - the Pacific Great Eastern. It is completely within the 


power of British Columbia to test their new rate-making concepts 
o pan 


on that railway. While this was brought to the attention of the 
Commission and to the Province of British Columbia many months ago 
(Vol. 80 ~ 14063) there has beem no announcement of the imaugur- 
ation of a cost-oriented rate structure on the Pacific Great Eastern, 
There are obvious advantages in introducing the British Columbia 
‘experiment on the Pacific Great Eastern, The owmers of the railway - 


the Province — are very close to the shippers and any dislocations 
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or dissatisfaction of the shippers could be brought to the attention 
of the owners quickly and effectively. Moreover, and this is of 
substantial importance it is suggested, amy doterioration in railway. 
revenues arising from the scheme would be the sole responsibility 


of the proponents of the scheme. 


That one of the major Shipping groups in British Columbia is 
not convinced of the validity of the British Columbia proposal was 
indicated by the reaction of the Council of Forest Industries of 
British Columbia. Their letter concerning the submission of | 
_ British Columbia is part of the record (Vol. 79 ~ 13934 et seq.). 
The following extract from the letter is significant; 7 

"While it is ready and willing, however, to support 

any action that it feels will result in lower freight 

rates for the lumber industry and other coast shippers 

in British Columbia, the Council of the Forest Industries 

is not prepared, at this time, to give its unqualified 

support to the portion of the submission of the Provincial 

Government advising the 'Cost-of—~Service’ theory in 

rate-making. Mamy experienced traffic men in the employ 

of our member compamies are worried about the 

practical application of such a theory and these experts 

have even more serious doubts as to whether a 

strict applicatiom of such a comcept will result in 

lower rates to shippers of Lumber and lumber products 

from the coastal region." 

(Vol. 79 ~ 13935/6). 

The experienced traffic men of Camadiam Pacixie found grave 
difficulties in the British Columbia pruposal, difficulties not only 


for’ the railways but the people they serve. 


Mr. J.M. Roberts said the British Columbia proposal was "cost 
oriented but not cost determinant in all aspects" (Vol, 106 ~ 17655). 
There exists some uncertainty as to the British Columbia proposal 
Me cpuse the formal submission was substantially modified during cross- 
examination of Dr. Hughes and in certain respects there is conflict 
between the evidence of Dr. Hughes and the statements of counsel for 


British Columbia explaining the proposal. 


As to the ceiling under the British Columbia proposal, Mr. 


Roberts said: 
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"A proposal with a complotoly flexible coiling would 

enable traffic to move frooly and tho railways to 

remain financially sound, Tho propogal of a cost 

oriented systom with a rigid ceiling would inevitably 

result in financially unsound railways or a very high 

ceiling," , 

(vol, 106 ~ 17655), 

Mr. Brazier, counsel for British Columbia, outlined the 

proposal as follows: 

~ nO rate should bs less than variable cost; 

- nO ceLling on competitive traffic; 

~ maximum rates applicable to "captive" traffic would he 
either fully distributed costs or fully distributed costs 
plus something; 


~ the maximum rate om "captive" traffic could be raised 


only when costs went up. 


As to the fixing of the amount over fully distributed 
cost, Mr. Brazier said; 
"Well, we are going to leave that to the Board of 
Transport Commissioners, This may have to bo 10% 


or it may havo to ba 15%, 
(Vol. 106 - 17782), 


There are a number of keys to the British Columbia 
proposal. The three most important would seem to be: the delinsation 
of "captive" traffic; the determination of the costs to arrive at the 
base of the maximum rates on "captive traffic; and the principles that 
would be applicable. in the Board's determination of the "something 
over" to be added to the maximum rates on "captive" traffic as 


determined by cost, 


Mr. J.M. Roberts said that the distinction between "captive" 
and "non--captive" traffic "is a theoretical concept and does not 
differentiate between traffic movements in any practical way". 


(Vol, 106 — 17655). 


Dr. Hughes recognized this difficulty and attempted to 


define “captive” traffic. Wis definition was: 
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",..traffic for which there is no reasonable 
competition other than rail. This would include 
carload movements now taking place at non-competitive 
commodity and class rates as well as traffic for which 
the only competition was another railway." 

(Vol. 76 - 13403) 


During cross-examination Dr. Hughes extended this 
definition to exclude from "captive" traffic, traffic moving under 


yates to meet external market competition: 


"xr, Sinclair: Yesterday, Mr. Hughes, I was asking 

you about market competition and why you would not 
recognize market competition as a factor to take a 
commodity out of your designation of captive traffic and 
why you gave recognition only to carrier competition and 
not to market competition in this proposal of yours. 

I left it so that you could consult Mr. Guest and your 
other advisers and consider your answer, and I understand 
you have done so. 


Dr. Hughes; Yes. 


Mr. Sinclair: Would you please give the Commission 
your answer? 


Dr. Hughes: In the position of British Columbia 

market competition would be recognized, and the 

market competition that would be racognized to bring 

the traffic imto the competitive class would be 

market competition which is presently recognized 

in the Canadian freight rates structure, plus such 

other market competition which would be recognized 

by the Board of Transport Commissioners." 

(Yol. 80 » 13980/1) 

The delineation of "captive" traffic immediately raises 

substantial problems and indicates continuing disputes betweem shippers 


and the railways as to the designation of particular traffic movements. 


The basic factor delineating captive and mon=-captive traffic 
as British Columbia defined it would be reasonable competition by some 
media of transport other than rail or extermal market. Mr. Roberts 

said: 
"It seems to me that there could be quite a few 
disputes as to whether any given set of conditions 
amounted to ‘reasonable competition' or not 
including service consideration." 
(Vol, 106 —~ 17656) 

It is obvious that what would be involved in a dispute 
would be a determination of the cost of the competing mode of transport, 
the scheduled service, the reliability of the service and a myriad 


of other intangible factors. Om external market the intensity of the 


foreign competition, and comparative price and quality as well as 
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service considerations would have to be determined, 


Mr, Roberts' view was explained under cross-~examination by 
Mr. Brazier: 


"Mr, Brazier: Well, if the point had to be decided, 

do you not think the Board of Transport Commissioners 
could determine the fact as to whether or not competition 
did exist? They have had more difficult things to decide 
than that. 


Mr. Roberts; Reasonable competition is pretty hard 
to define, in my estimation; what is reasonable to you 
is not reasonable fo me, 


Mer. Brazier; The same as just and reasonable rates, 
what is just and reasomable to you is not just and 
reasonable as far as I am concerned -~ no more difficult 
a problem than that? 


Mr. Roberts: I would say difficult, yes, it is a more 
intangible thing. 


Mr. Brazier: More intangible? 

Mr. Roberts: Yes, sir." 

(Vol. 106 ~- 177723) 

Mr, Brazier; The big criticism, the important 

criticism you have to make, I take it, on the B.C. scheme 
is its impact om the financial soundness of railway 
operations? 

Mr . Roberts: No, Sir. 

Mr, Brazier: Which phrase you use on page 43 of your 


brief? 


Mr, Roberts: No, Sir; There is also the question of 
what I consider would be continual argument as between 
the shippers on the railway and the railways themselves 
as to what constitutes competitive traffic and what 
constitutes non-competitive traffic. 


Mr. Brazier; You think that is an insoluble problem? 
Mr. Roberts: I think it would certainly be quite 
a difficult problem. I think we would all be down here 


in Ottawa before the Board arguing this point twelve 
months of the year, or pretty close to it. 


Mr. Brazier: Twelve months of the yoar? 


Mr. Roberts; Yes, sir." 


(Vol. 106 ~ 177834) 
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the maximum rates on captive traffic. 


be clearly understood. 


Mr. Roberts in his discussion with Commission Counsel 


hat certain traffic was now rail motivated but indicated 


that such traffic would not, in his view, necessarily come within 


the designation "captive" as advanced by British Columbia. 


"Mr, Cooper; There is a class of traffic, is there 
not, for which in fact there is no competition? 


Me. Roberts: At the moment, At the moment, for 
example, there would be heavy machinery. 


Mr. Cooper; Would you apply the word "captive’ to 
that traffic, or what word would you use to describe 
aod 


Mr. Roberts; I weuld say that at the present time 
the rail is the most satisfactory method of handling 
the shipment. 


Mr. Cooper: You cannot designate that type of traffic 
by any term? Obviously, you do not think the word 
‘captive’ should be applied to it? Is there any other 
term by which it should be designated? 


Mr. Roberts: I do aot think so, sir. It is jus 
traffic moving by rail at the present time, but 
do not know, under different cireumatances it might not 
move by some other form or from some other place in 

the future,” : 

(Vol. 106 = 17694) 


GS wa 


Endless troubles and difficulties with the shipping 


public were envisaged by Mr. Roberts arising from the fact that 
traffic LE at competitive rates above the prescribed captive 
traffic ceiling would result in competitive rated shippers 
endeavouring to prove to the Board that their traffic should be 
designated "captive". The extent of this difficulty was 


indicated by the following: 


"wr, Brazier; Would you think that you have a great 
batch of competitive rates today which are above fully 
distributed costs? 


Mr. Roberts: In my estimation certainly enough to 
cause us concern with a proposal such as this." 
(Vol. 106 = 17772) 


The second key to the British Columbia proposal referred 


to earlier was the determination of cost to arrive at the base of 


that would be necessary under the British Columbia proposal must 


The myriad of cost studies 


To arrive at the cost base for the British 
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Columbia proposal it would be necessary to develop route costs. 
This would be an undertaking of great magnitude and involve very 
great expense. To maintain it to take care of shifting traffic 
patterns and density would also be most burdensome, As Mr. Roberts 
put it: 

"This would mean developing costs for all movements 

all over Canada, terminals and other different routes. 

That.is your plan,” 

Yor.’ 106 - 17778) 

The view of Mr. Roberts as to the difficulty of 
securing the cost data was challenged by counsel for British 
Columbia. 

"Mr, Brazier: You do not have to bother at all with 
any of the agreed charges, you do not have to bother 
at all with any of your competitive rates, you do not 
bave to bother with your international rates. You 
have got your class rates and some non-competitive 
commodity rates. Now, I suggest to you it is certainly 
no insuperable task or even a particularly difficult 
task for the C.P.R. to make some estimate of what 
their loss of revenue would be. 

Mr. Roberts; In my estimation it would be a tre- 
mendous task. That is ali I can Say to you." 

(Vol. 106 = 17779/890) 

Under the British Columbia proposal there would 
disappear from the freight rate structure class rates as ceilings 
for all traffic; commodity ratea or competitive rated designations 
of traffic; the long haul ~- short haul provisions of the Railway 
Act; equalization of class and commodity rates; ultimately unjust 
and undue preference prohibitions; branch line rates being on the 
same level as main line rates; equality of rates over ifferent 
routes between captive and non-captive traffic and a change in the 
determination and the adjustment of rates in regard to the permissiv 
level of net rail income of Canadian Pacific. These various points 
were covered in cross-examination by a number of counsel, but are 


brought together in Commissioner Mann's discussion with the witness 


(Vol. 80 — 14048/62). 


The third key of the British Columbia proposal 
referred to earlier is the principles that would be applicable to 


the Board's determination of the “something over" to be added to the 
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maximum rates. Before dealing specifically with this it must be 


noted that once the maximum rates were fixed under the British 


Columbia proposal, they could only be increased when there had been 


a change in costs. British Columbia limited "costs" to wage 
increases, tax increases and the like. Increases necessary from 
“changing conditions", which is now a basic part of the regulatory 
law, would disappear. That is to say, differences in density and 
traffic mix would no longer be taken into account in adjusting the 


maximum rates. 


British Columbia did not attempt to deal with the 
crucial issue of how the "something over" would be determined. If 
the ceiling was to be placed very high or if it was to be based on 
what was required to keep the railways financially sound, the 
maximum rates and the rates actually being charged would not be 


very much different from what they are today. 


The conclusion of the Province of Saskatchewan was 


that a cost~-oriented freight rate structure would not be beneficial. 


Dr. Britnell, the spokesman for the Province, expressed it this way: 


"Thus it seems improbable that such a basic change 
in the rate structure would, in itself, enable the 
railways to provide lower transportation charges for 
Canada as a whole or that it would effect a more 
equitable distribution of the cests of railway 
service." 

(Vol. 89 ~ 15267) 


Canadian Pacific agrees with this view of Saskatchewan 


provided that Canadian railways are to be kept financially sound. 
If a rigid cost ceiling, without taking into account the necessity 


for preserving the financial integrity of the railways, were to be 


put into effect, of course the Canadian Pacific as a private enter- 


prise would disappear and millions of dollars added to railway 


transportation deficits in Canada. 


Of the large number of witnesses who appeared before 
the Commission, no witness, with the exception of Dr. Winch of 


Saskatoon, supported a cost-oriented basic rate structure. Trans- 
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portation people both in the theoretical field and the practical 
field have recognized that costs of rail transportation are becoming 
ever more important, It is a long step from this position to 


making costs the sole or major determinant of rate levels. 


Canadian Pacific does not think that railway pricing 
in practice cam be as rigid as the British Columbia proposal 
envisages. Mr. Roberts made this clear: 

"Mr. Brazier: I would suggest to you, Mr. Roberts, 
your easiest way out of your difficulties with your 


customers would always be just to say, ‘Well, there 
is the cost of handling that traffic’? — 


Mr. Roberts: I am sorry, but it is not that simple. 
Mr. Brazier: It is not that simple? 


Mr. Roberts: No." 


(Vol. 106 = 17771) 


If the traffic officers of Canadian Pacific are 
wrong, if the other transportation people who do not believe in 
a cost-oriented basic freight rate structure are wrong, British 
Columbia has within its grasp the opportunity of making a 
controlled experiment on the Pacific Great Eastern. If they 
implemented their proposal as advanced to this Commission on 
the Pacific Great Eastern, Camadian Pacific wishes to assure this 
Commission that its traffic officers and management would watch 
it, follow it and study it with great interest and if there were 
in the scheme mistakes which over time were rectified, and the 
Scheme was shown to be a practical scheme, both from the standpoint 
of shippers and the rallway, Canadian Pacific would be glad to 
adopt it. Until it is shown that it would work, Canadian Pacific 


is firmly opposed to the proposal. 
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Use of the freight rate structure to overcome economic disabilities. 
Because of the resource base and concentration of popula- 

tion, certain areas of Canada have economic disabilities. The economy 
of some areas is based on extractive industries producing low valued 
bulky commodities which are rail transport motivated and must move 
substantial distances to manufacturing centres or to export positions. 
To some degree the economic disabilities above referred to exist in 
each of the Western provinces and in the Maritime Provinces. Arising 
from these economic disabilities come proposals to limit transportation 
charges on both outbound and inbound goods and to fix maximum rates 


on rail transport motivated traffic. 


Economic disabilities such as referred to can limit the 
development of a region and it is understandable why transportation 
charges may be looked upon as being a burden, when the burden in 
pith and substance is the economic disabilities themselves. As trans- 
portation charges are easily identified, they become the rallying 
point for complaints and the freight rate structure is suggested as 
the vehicle to answer them. Where economic disabilities exist, the 
question which must be answered is whether the freight rate structure 


is the appropriate means of alleviating these disabilities. 


It is the position of Canadian Pacific that economic 
disabilities of areas, regions or individual industries should be 
alleviated by national subsidy only if the continuation of the 
disability will act detrimentally to Canadians as a whole. [ft is the 
position of Canadian Pacific that the freight rate structure should 
not be used as a vehicle for implementing economic assistance unless 
there is no other practical alternative. This is because, except 
in the rare case of a single commodity without competitive shippers 
in other areas, subsidy through the freight rate structure cannot 


be made selective and the use of it can cause economic distortions. 


The Board of Transport Commissioners cannot be an 


arbiter of industrial policy. It is not and cannot rightfully 
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be concerned with equalizing costs of production and has no right 
whatsoever to attempt to equalize geographic, climatic and economic 
conditions. The Railway Act requires that insofar as is reasonably 
possible, rates shall be equal in all sections of the country. Where 
it is not reasonably possible to make freight rates equal, to 

direct by statute, by legislative fiat or by any other type of 
direction, that normal rate making principles should not apply 

is merely a roundabout way of making the Board an economic planning 
board and the freight rate structure an instrument to equalize economic 


and geographic conditions. 


As Mr. J. M. Roberts put it: 


"It must be recognized that freight rates, to be just 
and reasonable, should not be used to offset geographic 
advantages or disadvantages of any given producer or 
area. Nothing is clearer than that the jurisdiction 

of the Board of Transport Commissioners is not that of 
an economic planning board. Obviously, if it was to be 
an economic planning board, it would not only have to 
control transportation costs, put all other costs that 
are elements in the sale price of goods." 

(Vol. 106 -— 17610). 


Mr. Edsforth's view was; 


"Mr. Sinclair: Now, there is a subsidy proposal by 
Saskatchewan that I will not ask you to deal with 
specifically but would your remarks on subsidies and 
your view as to how they should be applied ... 


Mr. Edsforth; I think the general position of subsidies 
is pretty much the same, a subsidy should be given to 
the person for whose penefit it is and not through some 
other means. 


Mr. Sinclair; And would you make any exceptions to it 
at all? 


Mr. Edsforth: Well, only in the case where there is 

no practical alternative and where, for economic reasons 
a level of rates must be maintained, then I think it may 
have to be done through the freight rates although I 
still do not think it is a good idea. This, of course, 
may be the only practical way." 

(Voi. 109 - 18184). 


Many of the witnesses who appeared before this Commission 
agreed with this fundamental point. AS Colonel J. J. Harold, one of 
the witnesses for Quebec pul it: 

"To base everything on nothing but transport charges 

without enquiring more deeply into the cost of production, 

the ability of industry in one area to compete with 


another is not realistic." 
(Vol. 126 — 90922). 
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"Mr, Sinclair: I take it that it is basic to the 
submission of the Province of Quebec that the rate 
structure should not be used as 4 method of providing 
assistance except in very special circumstances and 
where there is no other really practical way of 
providing that assistance? 
Colonel Harold: That I would say is a concise 
statement of our position." 
(Vol. 126 - 20879/80) 

Mr. George Paul, the witness appearing for Canadian 
“Manufacturers' Association, agreed that if regional assistance is 
to be given, it should be done by way of direct payment to those 


that are intended to be subsidized (Vol. 54 ~- 9857). 


Similarly, Dr. Hu Harries, one of the witnesses for 
Alberta, said: 
"Tlf a region is entitled to a subsidy in the opinion 
of the Government, then of course the Government pays 
it, but not through the transportation system." 
(Vol. 97 - 16590) 
Canadian pacific believes long-established subsidies 
such as the Maritime Freight Rates Act cannot be withdrawn but they 
might well be limited in their application. Canadian Pacific would 
Bisoort the view that the existing Maritime freight rates subsidy should 
not apply to competitive rates and agreed charges. Canadian Pacific 
has indicated that it is opposed to regional subsidization through 
the freight rate structure. Canadian Pacific believes that the bridge 
subsidy creates anomalies and distortions and should be withdrawn. 
Canadian Pacific agrees with Mr. George Paul that the bridge subsidy 
"should come out of the freight rate structure altogether" (Vol. 54 - 
9906). The use of the freight rate structure for a regional subsidy 
and the anomalies that can arise when this is done is indicated by 
the evidence of Mr. George Paul in regard to the bridge subsidy: 


"Mr. Mauro: Is there any doubt in your mind as to 
who is being assisted by the bridge subsidy? 


Mr. Paul: Yes, there is. I do not know who is being 
assisted by the bridge subsidy. I do not know who 
the money goes to." 

(Vol. 54 - 9907) 


Canadian Pacific is as perplexed as Wr. Paul as to where 


tite: bridge subsidy goes. 
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It is also to be noted that British Columbia was 
unable to say where the subsidy went and suggested that it was a 
subsidy to either Ontario or Eastern Canada. It was suggested 
by one of the Commissioners that British Columbia would benefit if 
the bridge subsidy were applied to competitive rates and agreed 
charges in cases where commodities were sold f.o.b. plant plus freight. 
Even in such case Dr. Hughes stated that where the demand in British 
Columbia was inelastic, the Eastern shipper would be able to take the 


full advantage to himself of the bridge subsidy (Vol. 79 - 13784). 


It is significant in our submission that none of the 
Maritime or Western Provinces introduced evidence to show that when 
freight rates were reduced following the enactment of: the One and 
One-Third Rule; the commencement of the bridge subsidy; or the 
inauguration of the roll back subsidy -- that prices of goods 
delivered in their provinces fell or the f.o.b. price received for 
goods shipped from their provinces increased. This, notwithstanding 
the repeated claims that they pay the freight on everything they buy 


and everything they sell. 


In order to determine whether there is equality of 
opportunity in various regions of Canada requires an investigation 
into the price and cost of raw materials, the efficiency of plant, 
the fertility of thesoil, the value of the mine, the skill of labour, 
wage levels and generally all the conditions affecting production, 
manufacture, cost and price. Certainly these are not equal in all 


the regions of Canada. 


Canadian Pacific has not made the detailed investigations 
necessary to determine the effect of economic disabilities by regions 
which would enable it to say whether certain industries in the 
Maritimes, for example, need assistance or whether the economy of 
Saskatchewan, for example, requires a stimulus. It may be that they 
do and it may be that it would be good for the Canadian economy as 
a whole for such assistance to be given, but it is submitted this 


is not a problem relating to railway transportation in Canada. 
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184. 


Specific Freight Rate Hatters 
Long and Short Haul Dis@rimination - Alberta: 


Alberta recommended that the One and One Third Rule be 
applied to all types of nan ewowridadtal competitive movements whether 
covered by agreed charges or by competitive commodity rates (Volume 97 : 
16476). This recommendation was based on three grounds: equity, the 
needs of the intermediate territory, and an economic freight rate 


structure. 


As the Commission is aware, the One and One Third Rule 
is covered by Section 337 of the Railway Act and is a result of a 
recommendation made by the Turgeon Royal Commission in 1951. Stated 
simply, this section of the Act provides that rates to or from 
"intermediate territory" as described in the Section, shall mot exceed 
by more than one-third the competitive rates applied on transcontinental 
freight traffic moving between Eastern Canada and the Pacific Coast. 
While Section 337 applies to» both eastbours’ and westbound traffic, its 
rincipal effect is on traffic moving westbound to Alberta and interior 
British Columbia, although Alberta is its only supporter. Thus, in 
effect, a maximum is imposed on traffic moving to or from the 
intermediate territory just described, related to the competitive rates 


on traffic moving to or from British Columbia. 


This section has no effect on traffic moving at agreed 
charges and this is the real substance of Alberta's complaint. What 
Alberta is seeking to obtain from this Commission is what was denied 
by the Turgeon Royal Commission on Agreed Charges in 1959. This was 
admitted by Dr. Harries: 

"The Chairman; In effect, you are asking this Commission 
to reverse the second Turgeon Commission? 

Dr. Harries: Yes; if I may Say so, this is the rougher 
hand. The 1951 Commission gave the One and One Third 


Rule; the Targeon Commission took it away, for all practical 
purposes. 


The Chairman: And you want it restored? 
Dr. Harries: We are asking it be restored to all 


competitive movements”. 
(Volume 97 - 16476) 
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185. 

The Railway Act, (Sec. 317(5)), provides that the Board 
shall not approve or allow any toll that for the like description of 
goods is greater for a shorter than for a longer distance unless the 
Board is satisfied that owing to competition it is expedient to allow 
such toll. This means that the rate to an intermediate point may 
not exceed the rate to a more distant point moving under similar con- 
ditions unless the rate to the more distant point is made to meet 
competition, in which case the Board may allow a higher rate to the 
intermediate point. Prior to 1951, this rule of rate making applied 
between all points in Canada but by amendment in 1951 adding Section 
337 to the Railway Act, the extent to which the rates to intermediate 
points could exceed the competitive rate to and from the Pacific 


coast was made subject to a maximum. 


Section 317 (5) of the Railway Act recognizes that com-= 
petitive conditions may, from time to time, require rates lower than 
normal from and to certain points and that the railways should be 
permitted to meet competition without reducing the rates to intermed- 
iate points where the same competitive conditions do not exist. This 
is one of the economic principles common to all businesses ne 
recognized in the making of freight rates. But fox the provisions 
of Section 317(5), the railways would be faced with two alternatives, 
either to forego meeting the competition and thereby lose the traffic 
and the revenue contribution from iti OF unnecessarily reducing their 
revenue on a substantial volume of other traffic, either of which 


results would be detrimental to the interests of shippers. 


Dr. Harries, the witness for Alberta on this question, 
attempted to support what he Said were four qualifications to the 
argument that the meeting of competition is a benefit to all shippers 
including shippers at the intermediate points (Vol. 97 - 16460 to 
16465). It is submitted that in cross-examination of Dr. Harries, 
each of these "qualifications" was shown to be unsound (as to the 
first, see Volume 98 ~ 16649-50; as to the second, see Volune 98 - 
16651/2; as to the third, see Volume 98 - 16653; and as to the fourth, 


see Volume 98 ~ 16666/7). 
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186. 


When Parliament emacted the One-~And-A-Third Rule (Sec. 
337 of the Act), the railways pointed out the danger to their revenue 
posit ion and indicated they would have to examine the situation care- 
fully to see how best they could protect their. own interests and those 
of the shippers of all other freight.. The evidence is (Vol. 109 on 
18134) that following the enactment of Section S37 the loss in net 
revenue to the intermediate territory was so savere that the railways 
ould no longer afford to continue a large number of competitiva rates 
to and from the British Columbia Coast, which were cancelled or sub-e : 
stantially increased. The effect of this was that much traffic to 
and from British Columbia Coast points was lost by the railways to 
other forms of transportation, amd in some Gases, Canadian producers 


lost their markets in British Columbia to foreign producers q 


While inevitably this meant a reduction in the net revenue 
obtained by the railways on traffic to and from British Columbia 
Coast points, the reduction was substamtially less tham they were 
guffering to the intermediate territory. It was only when a ruling 
was obtained that the One-And-A-Third Rule did mot apply to traffic 
moving at agreed charges that the railways were again able to make 
rates to and from British Columbia Coast points, whica recovered most 
of the traffic they had lost to other forms of transportation and 
Canadian producers were again assisted im meeting competition from 
foreign sources. Mr. Edsforth, in his evidence (Vol, 109 = 18134/5) 


outlined this situation. 


The Province of Alberta which for many years had come 
plained of the non-application of the transcontinental competitive 
Matos to intermediate territory, challenged the ruling of the Board 
of Transport Commissioners that the One-Ands/-A-Third Rule did mot apply 
to the traffic moving under agreed charges, and in order to fully 
investigate this, a Royal Commission was appointed, with the Honourable 
Mr, Justice Turgeon as Commissioner, to enquire into the matter, The 
finding of this Royal Commission confirmed and fully supported the 
Board in their ruling and further recommended against any change in 


the Transport Act which would make a similar rule applicable to agreed 


charges, The reasons given by the Honourable Mr, Justice Turgeon in 
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bis findings are contained in the report of the Royal Comnission om 
Agreed Charges, dated February 21st, 1955, at pages 45 and 46, Im the 


submission of Canadian Pacific, these reasons are as valid today as 


when they were given. 


Dr. Harries in discussing the reasons of the Royal Com- 
mission on Agreed Charges (Vol. 97 =~ 16470 et seq.) overlooked a funde 
amental point by assuming that there would be direct and substautial 
benefit to the intermediate territory if the One~And-A-Third Rule 
were made applicable to agreed charges. The evidence as to what occurred 
when this rule was made applicable to competitive rates clearly 
indicates that such am assumption is entirely unfounded, There is no 
reason to believe that the railways would take amy different action 
with respect to agreed charges tham they did in connection with the 
competitive rates, They would have to protect their net revenue as 
best they could and on the basis of previous experience, this could 
only mean the termination of many agreed charges on traffic applying 
from and to Pacific Coast points with the consequent loss of ihe 
traffic involved, To what extent this would benefit the Province of 
Alberta or any of the intermediate territory, it is difficult to see. 
Canadian Pacific submits that no one would benefit but many shippers 


in Canada as well as the railways would be detrimentally affected. 


Dr. Hughes, a witness for British Columbia, described 
the One-And-A-Third Rule as "an artificiality in the rate structure" 
(Vol. 78 ~ 13727). Camadian Pacific submits this is am apt and 


accurate description. 


The evidence of British Columbia iss 


"Me, Frawley; All right, that is the mext question I 
am going to ask you. You say that notwithstanding the 
fact that now, due to a Judgment of the Board of 
Transport Commissioners with respect to the conflict 
between Section 32 of the Transport Act and Section Soe 
of the Railway Act, that notwithstanding the fact that 
due to that conflict the One-And-A.Third Rule does 

not now apply to agreed charges, are you telling the 
Commission that now the fact that the One-4nud-4~Third 
Rule still does apply to a transcontinental competitive 
rate, that that is a serious matter to the brovince of 
British Columbia and industry in the Province of British 
Columbia? 
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‘ 188, 


"pr, Hughes; It does not matter whether it 

harms us or benefits us. It is an artificiality in 
the rate structure, It is one of those things in the 
rate structure that we are trylag to get straightened 
up. You have been talking about this for a long time 
yourself, Mr. Frawley -- get the rate structure put 
on some reasonable basis. It is 2 distortion, I 
think, in the rate structure, whether it is right 

or wrong. | 


"Me, Frawley: ii, Hughes, are you here just adyoce 
ating a tidying up of the freight vate atructure? 


"Dy, Hughes: No, I am not, 


‘Me, Frawley: Or are you here presenting the 
grievances of the Province of British Columbia 
with reference to the Canadian fralght rate 
structure? 


"Dr, Hughes: I am saying in the brief that the 
Province of British Columbia has suffered Mead — 
lessly from the One-And-A-Third Rule. 


"Mr. Frawley: Has suffered, you say? 


"Dr, Hughes: Yes, needlessly." 


(Vol. 78 ~ 13727/8). 


Mr. Stechishin, one of Manitoba's witnesses agreed it 
was almost inherent from their submissions that the time had come 


for the abolition of the Oneaind-A-Third Rule (Vol. 96 - 16390). 
The evidence of Quebec is; 


"We object to the proposals made that the 
One-And-A~-Third Rule be applied ‘to all 

types of transcontinental competitive movements 
whether by agreed charges or conmod tty 

rates'." 


(Vol. 125 = 20717). 


Canadian Pacific submits that Alberta's proposal should 
be rejected and that the repeal of Section 337 of the Railway Act 


in its entirety be recommended by the Commission. 
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‘rong and Short Haul Discrimination ~ Manitoba 


Mr, Stechishin, appearing for the Province of Manitoba 

stated; 
"It seems clear that once competition becones 
a fact, the railways, from the point of view 
of contribution to net revenue, should meet the 
competition where it occurs and not reduce their 
rates to intermediates points. The railways obtain 
the least contribution to net revenue when they 
are forced to reduce their rates to intermediate 
points amd in fact, would improve their fimancial 
position by abandoning the traffic rather than by 
Making such reductions." 


(Vol. 92 = 15700,/‘1). 


However, Mr. Stechishin held a different view with 
respect to traffic moving from intermediate points as he 
considered that the railways would be finaucially better off by 
applying competitive rates from intermediate points. It was Mr. 
Stechishin's view that rather than a deterioration in net revenue, 
the railways' revenue would be improved by applying from intermed- 
iate points competitive rates published from more distant points, 
and he submitted several tables of calculations to support this 
position, It should be noted that Mr. Stechishin's calculations, all 
assumed that the level of the freight rate alone would dictate the 
point or points from which the traffic would move, an assumption, 
of course, which cannot be accepted because it should be recognized 


that transportation cost is only one of many factors. 

It appeared in cross-examination of Mr, Stechishin 
that he was making the recommendation without cousideration of 
the distinction between imternal market competition and external 


market competition (Vol, 96 = 16298). 


The distinction is vital. As the Commission is aware 
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the railways do not make competitive rates to meet internal market 
competition, and this point was fully explained by Mr. Edsforth 
in his evidence (Vol. 109 ~ 18135 et seq. and Vol. 118 - 19618 


et seq.). 


On the other hand, railways do make competitive rates 
to meet external market competition, This is competition im the 
Canadian market from foreign sources of supply. It is not the desire 
of the railways to deny any Canadian producer, po matter at what 
point located, the opportunity of competing in the Canadian market 
against foreign competition, but an arbitrary rule simply compel 
ling the application of market competitive rates from all intermed- 
iate points would not take care of this situation. Im dealing with 
external market competition, the freight rate is, of course, only 
one of the factors, amd such rates are usually made by a process 
of negotiation with the Canadian supplier, on the basis of both 
parties making adjustment in the price designed to mest the for- 


eign competition. 


Carrier competition, on the other hand, is an 
entirely different matter pecause here is involved not the matter 
of a producer meeting in the Canadian market the competition of 
a foreign producer, but of the railways meeting the competition 
of another carrier. The shipper obviously is in a position 
to take advantage of whichever form of transportation he wishes 
and by meeting that competition, the railways have in no way im- 
proved the position of the shipper. They have only protected 
their own position. If the same carrier competition does not 
exist from intermediate points, it would be umsound to apply 
the competitive rate from the intermediate points to meet the 


non-existent competition. 
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Dr. Williams, who appeared as a witness for Manitoba, 
distinguished between market competition and carrier competition at 
the distant point. He said: 

"We have not, so far as I know, tried to couple 

a carrier competitive situation with a market 

competitive situation, and in consequence, would 

not extend the requirement to places not 

competitive in the carrier sense", 

(Volume 103 - 17226). 

The market competition to which Dr. Williams referred is off- 


shore or foreign competition. 


In speaking of carrier competition, Dr. Wilidams said: 

" oa carrier may elect to meet carrier competition 

or he may elect not to meet it. That is the election 

of the carrier, but if he does elect to meet it, 

then he must meet it from all points where it occurs 

with like force and vigour". TE Se) ee err. 

(Volume 103 ~ 17226). 

It should be noted that Dr. Williams recognized that in meet= 
ing carrier competition, competitive rates should omly be made from 


intermediate points where carrier competition occurs. 


It is the submission of Canadian Pacific that in making 
competitive rates, the long standing long and short haul rule should 
apply in all parts of the country and im all situations, To make 
arbitrary exceptions to this with the objective of endeavouring to 
allocate certain traffic to certain areas by creating artificial 
competition, where it doos not in fact exist, would be wromg in 


principle and in practice. 
Interline Rates ~- Manitoba 


The Province of Manitoba, in making submissions to the 
Commission with respect to interline rates, really made three 
separate recommendations := 

1. Where freight rates are based on mileage, they should 
be applicable between all stations on the line of one 
railway and all stations on the line of othor railways, 
that is, a full line of interline freight rates. 

2. That in constructing such interline rates, the shortest 


distance via any common point should be employed whether 
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or not the traffic moves or could physically move via such 
point. 

3, That between stations located om one railway, if a shorter 
mileage can be obtained by using a combination ef mileages 
with another railway between the same points, that shorter 
mileage should be used in making the freight rates, even 
though applied to the longer single line haul of the 


railway serving both origin gad destination. 


With respect to the first recommendation, Mr. Edsforth in 
his evidence (Volume 109 =~ 18107) stated that Canadian Pacific has 
many interline rates in Western Canada and is prepared to establish 
them wherever they are needed as long as there is or is likely to be 
a movement of traffic, but that he was opposed to the jutroduction 
of a lot of interline rates unless there is actually traffic to be 


moved, 


From Mr. Mauro’s cross~examination of. tr, Edsforth, it is 
apparent Manitoba is not suggesting the publishing of rates between 
all points en one railway for all classes of rates to all peints on 
all other railways. What Manitoba was suggesting was the publication 
of a single master mileage tariff covering all points in Canada 
calculated om Mamitoba’s basis. 

Mr. Edsforth said: 

"Well, I would hate to have to lift that tariff 
because it would be a tremendous thing, just 
enormous. I know a number ef years ago the 
Canadian National attempted to have ome put out 
just within eastera Canada and they had it om 

very thin paper and it was well over a foot 

thick or more, it was a tremendous thing. Now 
what you are suggesting here, E do not think you 
can get it into one tariff that would be workable." 
(Vol, elidze 19538) 

Mr, Mauro suggested that this had been done in the United 
States. (Volume 118 ~ 19538) As far as we can ascertain, no such type 
of master mileage tariff has been published in the Uaited States. It 
may be Mr. Mauro had in mind the master tariff publishing the groups 
arising from the 28300 class rate adjustment. This is an entirely 


different thing. 
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The submission of Canadian Pacific is that the railways 
publish intorline rates waen thore is an actual movement of traffic. 
In addition, provision is made by Section 341 and 342 of the Railway 
Act for the publication of a joint tariff for traffic moving over 
any continuous route in Canada operated by two or more companies. 

If railways fail to provide such a joint tariff, the Board has 

full jurisdiction to require the companies fan agree upom amd file a 
joint tariff satisfactory to the Board, or the Roard may determine 

the route and fix the tolls and apportion the came. It is the 
submission of Canadian Pacific that the presemt practice, coupled with 
these sections of the Railway Act, provides ample protection to 
shippers and that the proposal of Manitoba with respect to interline 


rates should net be recommended, 


With respect to the second recommendation of Manitoba on 
interline rates, Canadiam Pacific is opposed to the suggested method 
of constructing interline rates. What Manitoba proposed is in effect 
the use of "trick" mileages, that is, rates from a point on ome 
railway to a point on another railway calculated by use of a route 
over which carload traffic conld mot move because ne physical 


facilities exist for interchanging it betweem ome railway and another. 


Interline rates are now construciead Gm the distamce via the 
junctom point over which the carloasd traffic can be physically handled 
without unloading and reloading the car at the junction point, and 
this, it is submitted, is as far as the railways should be required 


to go. 


Manitoba's third interline rate suggestion (although they 
considered it as some type of lomg and short haul discrimination) 
coverstraffic moving between two points om the same lime of railway. 
This suggestion would result ju a railway being compelled to carry 
traffic over its line at a rate calculated om a distance less than 
actually involved in the movenent or to turn its traffic over to 
another railway at an dutermediate junction point for carriage to the 
final destination. In the latter event, the railway serving both 


origin and destination would bo short hauled as it would be dividin® 
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the haul and the revenue with another carrier. 


The consequence of this proposal would he clearly to reduce 
the railways revenue; it can have no other result. This proposal 
would not remove any inequities but it would produce some. As Mr. 
Edsforth pointed out in his evidence (Volume 109 ~ 18116) under 
this method of rate making, there could not be any kind of class rate 
equalization. He gave as an example a movement from Vancouver to 
Heatburg, which the Canadian National Railways would have to haul 874 .4 
miles, but under Manitoba's proposal, could only charge a rate based 
on 768 miles. On the other hand, in another part of the country, from 
Pine Falls to Edmonton, where no combination of two line mileages 
would produce a lower charge, the Canadian National Railways would haul 
the traffic 864.5 miles and the charge would be based on that mileage. 


This, of course, is only one exampie; there would be many others. 


Between two points served by two competing railways, the line 
having the longer distance may charge the rate based on the shorter 
distance of its competitor, This is not mandatory but permissive. In 
the example used by Manitoba of traffic moving from Vancouver to 
Calgary (Volume 118 ~~ 19566 to 19573), the Canadian National Railways 
do not have to apply the same rate as the Canadian Pacific Railway. It 
chooses to do so to meet its competitor and in doing so does not give 
shippers a rate lower than would be open to them shipping via the 
competing line. Manitoba's proposal, however, would not leave this 
as a matter of choice but would make it mandatory for the single line 
carrier to charge the shorter mileage even without any competitive nec= 
essity for so doing and thereby give a lower rate than the shipper 


could otherwise receive. 


In this proposal, Manitoba is in direct contradiction to the 
position adopted by it that ‘the railways Should meet competition where 
it occurs and not reduce the rates to intermediate points". (Volume 


92 ~ 15709), 


The Aggregate of Separately Kstablished Rates | Manitoba 
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Manitoba recommended that a provision similar to that found 


in Section 4 of the Interstate Commerce Act, should be implemented in 
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Canada, namely, that railways should not charge any greater compensa 
tion as a through rate than the aggregate of separately established 
intermediate rates (Vol. 93 - 15838). 


In his evidence (Vol. 109 ~ 18125), Mr. Edsforth pointed 
out that Canadian railways have already provided in their tariffs a 
rule which goes further than the regulation cited by Manitoba and 
took the position that there is mo need to cover by statute something 
already done. Mr. Edsforth said that the rule now embodied in the 
Canadian railways tariffs was a matter of common sense and he doubted 


that the railways would ever be likely to take it out. 


It is Canadian Pacifids submission that there is mo necessity 


for the Commission to take action with respect to this proposal. 
Per Car Rates and Incentive Loading - Manitoba 


Manitoba proposed that in certain instances, rates be made 
by assessing a flat charge per car or a sliding scale of rates based 


on varying minimum weights (Vol. 92 = 15807). 


Mr. Edsforth, in his evidence (Vol. 109 = 18120/1) stated 
he had no quarrel with Manitoba about incentive rates, in fact, he 
was very much in favour of them (Vol. 118 - 19574). In the matter 
of per car rates, he said that Canadian Pacific was not opposed to 
them (Vol. 118 ~ 19573 et seq.) but emphasized they should not be a 
"suiding principle or rule" for constructing rates. There were some 
places where they might very well serve a definite purpose, but in 


other cases, they would not do so (Vol. 118 = 19576). 


It is submitted that no action on the part of the Commission 


is required. 


Proposals of Canadian Trucking Associations Regarding Agreed Charges 
and Competitive Rates 


Canadian Trucking Associations proposed two amendments 
to the Transport Act. The first would be an amendment to subsection 


(1) of Section 33 which would give any motor vehicle operator or 
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an association of motor vehicle operators the same right as a carrier 
or association of carriers by water or rail of complaining to the 
Minister that an agreed charge is unjustly discriminatory against a 


carrier or a motor vehicle operator (Vol. 59 = 10649). 


By a second amendment of the Transport Act, the Canadian 
Trucking Association proposed an additional subsection to Section 32 
providing that "no carrier shall make an agreed charge which requires, 
by its terms, a shipper to ship more than 50% of the goods of the 


shipper” (Vol. 59 ~ 10651). 


Two amendments to the Railway Act with respect to competitive 
rates were also proposed, the first adding a definition in Section 2 
of the Railway Act of a “motor vehicle operator” and the second an 
amendment to Section 334 governing the filing ef competitive tariffs. 
These amendments would give a motor vehicle operator the right to 
Epply to the Board of Transport Commissioners, through an association 
of motor vehicle operators for an order disallowing any competitive 
rate which the motor vehicle operator alleged subjected him to an 
undue or unreasonable prejudice or disadvantage. The proposed 
amendments would further specify that the Board must, at the request 
of any party to such an application, hear and determine the matter 


in open court (Vol, 59 = 10660/1). 


Dealing first with the proposed amendments to the Transport 
Act, it is quite clear that the objective is to place Limits om 
the ability of the railways to secure traffic in competition with 
motor carriers by means of making agreed charges. In considering 
these proposed amendments, it is necessary to appreciate the reasons 
why agreed charge legislation is now contained in the Transport Act. 
The report of the Royal Cowmission on Agreed Charges, 1955, at p. 21, 
makes reference to the intention of Parliament im 1938 when the 
legislation was first enacted. It was clearly intended to give the 
railways, an industry regulated by Parliament, an opportunity of 


competing with unregulated motor carriers. 


It is well knowathat in Canada legislative jurisdiction 


over the trucking industry is divided between the Dominion and the 
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Provinces. Broadly speaking, the Dominion has jurisdiction with 

respect to the activities of extra-provincial and international 

carriers (Attorney-General for Ontario et al v. Winner (1954) A.C. 541). 
However, the extent to which Dominion jurisdiction would extend to 

the activities of an international or extra-provincial carrier under 
this decision would be limited even further by a constitutioaal 


amendment proposed by the C.T.A. 


Counsel for the Canadian Trucking Associations said: 


"During the cross-examination of Mr. John Magee 

it was stated that the intra-provincial components of an 
extra-provincial highway carrier would be subject to 

the proposed Highway Transport Act O21, Cansad. -— 

The decision of the Judicial Committee of the Privy 
Covuncil in the Winner case allocated these components 

to Federal jurisdiction. I am instructed to advise 

the Commission that notwithstanding the law as it 

stands today, the policy of Canadian Trucking Associa- 
tions is that the intra~-provincial. components of extra- 
provincial undertakings should be under provincial 
control and that to achieve this end it is a recommenda- 


effect this policy." 

(Vol, 124 = 20452/3) 

It is apparent, therefore, that the entire field of the 
operations of intra-provincial carriers, together with the ilntra- 
provincial operations of extra-provincial carriers would remain 
wholly within provincial jurisdiction. While, therefore, the 
trucking industry under these proposed amendments would have the 
right to complain of agreed charges and competitive rates on rail 
traffic moving entirely intra-provincially, there would be no 
comparable right for the railways to complain about rates Ox 
traffic moving by motor vehicle entirely intra=-provincially. Mr. 
Magee recognized this difficulty and said: 


"Well, in regard to purely intra-provincial regulation, 


we have expressed the hope, Mr. Sinclair - it may 
seem a fond hope ~ that 4f we can get the Federal 
regulatory picture revised and improved, then that 
will set a standard which the provinces will foliow." 
(Vol. 65 = 11502/3) 


The attitude of Alberta on any type of truck regulation 
and the attitude of Ontario with regard to truck rate regulation 


makes Mr. Magee’s “fond hope" remote. 


A eed 2 ae enn oe were0 at E gnream 


ee 


> F ” ys | 
wa oe 6 Low ae ion 


vit apt 


en? 
Lacoieuitteaos.« $a cerry ‘moyen bed tent ¢ od > " 


“Uy _ 7 ae 


* 
Ady = 


me | ; | we eh Ted eal “a bee 
MA . , . . 2 ih 


I é j*) 8 fi 


wae ey “9 
woo 90 t{hbiee eeoltelisoeaad qcitove? aetbeaa> ent xct Yo 
o | pega nado (aM to goltectastesesotp of 
eee to ei aeceoqwoo Ialoutvoleeertat of eat. Pret. 20% 
dhe o-tiivc Seitz en Yawnigid lehonkvorg~ anda < 
iA. dione talen é Pon J2Ogeqean) ves AQ IR bee Go Vg. Pri 
y > oO) 20 esiTianeD> Lago iby’. ed te coleioeb . Bt L 
Hn a Sits o epets betase i jet) nih edd. ot fsonived Me . 
| } Pe LVDG Oe ae i? tieat aa | 20. tobe lwt fareba® of 
S tn TR iL esd? aunthbaetanviwica tuad goite tenet el 
“£ince¢eh ania ous? 4 wee (aileg a2 yYubod abate 
-—#IT¥o so 10> , RANI VO Weta? 2e7 ted? ‘wk senoby 
{ cy . .#O02 ‘ ese | Aas ot inn Lat 12 2 ivong % 


DoE Ae " 4 * 7 - | * ou tT. a. ‘ ? 
8! » - & Sito Vie e af7 acegs oss xO 
V'ToO re>. wy ‘ . ‘4 iew4 or ‘yy “ nhs 4 
. P ; 4 Ae ay so2 enol? aloaoeea& ei? Yo moky 
4 , ‘ i | » 


‘ oe? J oger Fe. j yor «oat 1O%4 iz 7i* @ is i . % J 28 ant O@ome 
, Oo” Suiszis sootte + 
ENSEROR = ORE. POV) 


Yreaes ) ayy 
LBLOGLVOtWgGe-RiInk bo Seah 


hale * 3 i iene — * P os . 
ey . KLOALVaIqe~277Iue Lo anotisteqa [ekem 


nS - rae ee we ‘ , ¢ { . ¥ ic ’ 
ari a TO re ted? «6 ,roOLtotbattel Ietoas voug chdt iw © 
. : a a a8 
P rj * re P » co ter Fa eg : {- ’ y off + 
ct n | oVE Luo, [ iDheE NSaOoqorg -o reds treba Yweodal - sink: 
* a had ., . 
{J as f 4 ’ ars fi 4 <> a: v1 >‘ t, 9 iu ‘ ¢. gu "i at . a 7" 
t Hi J& i Say Mis agyuteds hoetee Fo ase lgmoo oP 


Sc ef b2pow rou ,Vitetosivexq-saitial Viexivtne ualbvems 
Lvoxq Uieatrae 2alvom 


cy 
Ss { Site 2 f Y eyaviteas edt tw? 
-t -y 
» Eh . j- i Yieautine oeisidev sien yi 


MOATHAD YOST L BLOOLVGGG-axset Vile wg 02 b3éped- al. afte ee 
) [om th + fouls...’ sued ers Petite «heli oved 4 
a . Antebet of) toy sap os tk jedd - ogod baot « 
* Tats ead. yevertqant Dus. botiver etude | wrod Rae ‘ty 
-wOLlOt (Liw geoalvetq ett doeidw biehadie « seen 

tae ; st ’ CEM ROE SE. 


aOks Glinga Aout 20 Sqys ak no avuedih to oh + 
inl ia eat 
-efnu) 2 


’ 
‘ f cOlsol ype; etet dans? of b (€ae'7 ite’ Ss 


€ven if Me, Magee’s fond hope is raslized, there would stat 
remain individual provincial regulation of purely imtra-proving? 71 
truck traffic. Therefore, while under the propesad anondagats 
the trucking associations could complain to the Board of Tranuvyo:' 
Commissioners with respect to all competitive rates md agreod 
charges, there would be no comparable forwna to which the rakhlve;s 
could complain of similar rates of trucking Companies om Aatea- 
provincial traffic. In addition, even under the legislation proposed 
by the Camadian Trucking Associations for ext~ra-provincial aud 
daternational trucking (Vol. 60 - 10768) the regulatory body 
proposed would not be a Federal body but a bedy assembled ad how 
for the particular complaint from members of the motor carrier 
boards of the particular provinces concerned, he. George Moatague, 
another of the witmesses for Canadian Trucking Associations, adm t tad 
that there could be some 11,000,000 different groups of persons 
who could compose the proposed regulatory body (Yol, 65 -— 11485). 
It may be suggeated this would acarcety anwure consiatency in 


regulation. 


Mr, Magee said that the proposed anoadments were he Ke) 
safeguard the preservation of competition" and "to prevent momo. 
rate practices from developing" (Vol. 65 = 41501). Under the 
existing provisions of the Railway Act and the Transport Act, 
competitive rates amd agreed charges must bo CORpensatory wad 
competitive rates must not be lower thaw mecessary tO meel ho 
competition (Section 334 of the Railway Act and Section $201) 
and Section 33(3) of the Transport Act), This ensures that Goaore 
cannet be destructive rate making by the vailways to the dieu. 
of motor carriers, What the C.T.4. is, in effect, proposing As 
some additional regulation net in the interest of shippers, aris 
in the interest of motor carriers, The test of a competitive rate 
is not whether it subjects a motor vehicle operator to am wadur or 
uuressonable prejudice or disadvantage, bat whether it is, dn LACE » 
compensatory. if it is compensatory and not lower than necGesear) 
to meet the competition, then it is not & burden on other rait 
traffic, and the question of Whether At atfects the competitive 


position of # motox carricr 1s yatte ivxrealevaut. 
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Dr. Hu Harries, one of the witnesses for Alberta, said 
that he would not allow truckers to appear before the Board on the 
matter of minimum rates, and he continued: 

" -. So, I would not be in favour, six, of having 
competing carriers making an appearance in those 
cases where minimum rates were to he decided if in 
fact it was thought advisable to have minimum rate 
regulation ..." 

(Vol. 99 = 16765) 

Dr. Harries was of the view that trucking is not the frail 


flower he thought it was ten years ago (Vol. 97 =- 16594). 


It is the submission of Canadian Pacific that the proposals 
of C.T.A. with respect to permitting individual truckers or 
trucking associations to appear on competitive rates and agreed 
charges is not sound in principle, mor would it result in safe- 
guarding the preservation of competition as stated by Mr. Magee. 
As the Commission is aware, there i858 no consistent policy followed 
by the provinces with respect to the filing or fixing of truck 
rates, let alone legislation to provide that such rates shall be 
compensatory. When Mr. Magee was asked to define what he had in 
mind aS an “undue or unreasonable prejudice or disadvantage" he 
said it would appear to be a case for the railways perhaps going 
below cost to deliberately put the truckers out of business 
(Vol. 65 = 11507). As has been indicated, the present legislation 
prevents railways from establishing competitive rates or agreed 
charges below variable cost, and there is sufficient regulatory 


machinery presently available to ensure that they do not do so. 


The C.T.A. proposal that under the Transport Act, a carrier 
could only contract for 50% of the goods of a shipper is in marked 
contrast to the provisions of Section 15 of the proposed Highway 
Transport Act recommended by the C.T.A. “Section 15 of that Act 
reads as follows: 


"15, No operator of extra-provincial transport shall 
enter into any agreement with the shipper or receiver, 
or an agent of shippers or receivers, under which such 
shipper or receiver is required by the agreement to ship 
or receive more than 50% of the goods of such shipper 

or receiver by such operator." 

(Vol. 60 = 10775) 
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Mr. Magee agreed that under his draft Act, one trucker 
could contract for 50% of the shipper's traffic between two points, 
‘and another trucker could contract for the other 50%, so that 100% 
of a shipper's traffic could, by contract under agreed charges, be 
committed to highway movement (Vol. 64 - 11400/1), Mr. Magee 
said that his association was taking a look at this matter (Vol. 65 - 
11519). It was suggested that the difficulty might be cured by 
providing in the proposed Section 15 that no agreement for trans- 
portation by highway from or to a competitive point or between com— 
petitive points om a route of two or more extra-provincial carriers 
should be made unless competing carriers by highway consent thereto 
in writing or join in the making of the contract. However, Mir « 
Hume, counsel for the C.T.A., pointed out a very practical objection 
to this suggestion: 


"Mr, Hume: Before you leave that, may I say, do 
I understand it correctly that if you take, say, 
Toronto and Hamilton it is realized that with all 
the C carriers and D carriers yeu could have 2500 
Be carriers involved in competing between Toronto 
in and Hamilton.” 
rs (Vol. 65 ~ 11640) 


4 
This demonstrates the impracticability of the proposed 


legislation. 
ie, 


On the other hamd, the proposed amendment to the Transport 


1 


Act would be detrimental to railways and shippers, Counsel for the 
C.T.A. agreed that if there were two railways and one shipping 

line involved, the most that any one of them could secure would 

be 1/3 of 50%, if they were all parties in carrying the freight: 


"Mr. Sinclair: I am asking him, that the steamship 
company, like C.S5.L., can become a party to the 
agreed charge, and under your proposal the 50 

per cent that was to be the limit for the railways 
would also include the shipping line which became a 
party to the railway's agreed charge? 


Mr, Hume; Yes, the intention, as I read the amende 
ment proposed by this association, is that no carrier 
under any circumstances shonld be permitted to tie 

up by contract more than 50 per cent, and I would think 
that would include all parties, including the shipping 
line. 


Mr. Sinclair: So, therefore, if there were two 
railways involved and one shipping line, then the 
maximum would be one+third of fifty; correct? 
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"Mr, Hume: That would follow, yes. If they were all 


parties and carrying the freight, yes, that would 
follow." 
(Vol, 65 ~ 11519/20) 


Once again, the C.T.A, proposal would apply to ald?traffic 
moving by railway extra-provincially and intraeprovincially, whereas 
the proposed limitation contained in the C.T.A. avaft Highway Transport 
Act would only apply ou extra-provincial traffic. It was pointed out 
to Mr. Magee that this gave the truckers under the existing law a 


very large advantage in making agreed charges. Mr. Magee saids 


"Ty think that if this found its way into Federal 
legislation it would eventually find Lts way into 
Provincial legislation. J think if we can get good 
aspects of Federal legislation that the Provincial 
Governments eventually will adopt that as a guide," 
(Vol. 65 ~ 11524) 


This again is the "fond hope" approach. ft is net a very sound basis 


on which to support such far-reaching proposals. 


Finally, there is no provision ia the proposed C.T.A. 
draft Highway Transport Act comparable to that found in Section 32(10) 
of the Transport Act for the Board fixing a charge for any shipper 
who considers that his business is or will be unjustly discriminated 


against by the agreed charge. Mr. Magee said: 


"ir, Sinclair: Did you have an opportunity during 

the adjournment to consider and consult with your 
advisers that you are now able to briag to the attention 
of the cowmission the provision of your proposed Highway 
Transport Act that deals with fixed charges to protect 
the small shipper. 


Me. Magee; It is not there the way it is in the 
Transport Act but there is the provision that the 
board may amend, reject, suspend or disallow any 
tariff that is filed herein. In the example you gave 
of the shipper who got a contract with certain rates 
in it and the other, shipper who came along and asked for 
the rates and could not get them from the trucker, in 
the first instance if you wanted to ship with that 
trucker he would have to take the rates of that trucker 
put when he got the rates he would have the right to 
go to the Board and ask for the same consideration as 
the gentleman who had the contract." 
(Vol. 65 — 11529) 


The provision in the draft act to which Mr, Magee was 
referring was apparently Section 13 (Vol. 60 ~ 10774). Section 13 


i merely gives the Provincial Transpert Board of any province or the 
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joint Board the usual power to "amend, reject, suspend or disallow 
any tariff as filed herein", It is clear that this section is in no 


way comparable to Section 32(10)of the Transport Act. 


It is the submission of Canadian Pacific that these 


proposals of C.T.A. should be rejected. 


| This completes the portion of the summation dealing with 
inequities in the freight rate structure. It has been stated HSoiUreS 
the Commission that the burden of uneconomic branch lines and of 
passenger train services should be removed from the backs of the freight 


shippers. It is proposed, therefore, to turn to a consideration of 


these allegations. 
IV - OBLIGATIONS AND LIMITATIONS 


The second specific directive to the Commission required 
it to consider and report upon: | 
"(b) the obligations and limitations imposed upon 
railways by law for reasons of public policy, and 
-what can and should be done to ensure a more equitable 
distribution of any burden which may be found to 
result therefrom;" 
As indicated earlier in this summation, the obligation 
of railways to carry the grain traffic at statutory rates is the 
principal obligation resulting in an unfair burden. This leaves two 


broad matters raised before the Commission to be considered under this 


heading. These are; branch lines and passenger train service. 
BRANCH LINES 


Early in this submission it was stated that railway 
transportation has proved to be an inviting playground to various 
professional groups. Branch lines have for years been particularly 
inviting to economic planners. Experience has taught Canadian Pacific 
the dangers into which economic planning can lead in the branch line 
field. It is unsound to have a presentation of excess mileage on 
Canadian Pacific developed on the basis of looking at a map; to have 


suggestions made of excess mileage based on density charts; and com= 
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parisons with railways serving a different economy. All these things 
were done by Mr. Saunders in his presentation. The Company requires 
its research organization to make studies on the ground and to discuss 
and listen to people who are working in the area and who know it 


intimately, 


Branch lines have to be studied in detail on the ground, 
individually, and with a knowledge of their ,art in the overall 
operation of the railway. As well, the existing and potential economy 
they are meaut to serve must be considered alorg with alternative 
transport media costs before one can Say what is excess, This funda- 
mental position which was the burden of Mr, Emerson's evidence was 


agreed to by Dr. Williams, 


How easy it is for theory to lead to the conclusion 
that there is an excess mileage problem on Canadian Pacific. A branch 
line has entirely different ramifications when viewed from the desk 
of theory, than what it truely is in practice. How attractive it is for 
the planner to develop schemes and to apply to them sueh phrases as 
trationalization of the railway plant", ‘The hard necessities, the 
‘testing in action, quickly destroy many theoretical plans, particularly 
when developed by persons unguided by practical knowledge of specific 
railway operations and the lessons of experience gained through actual 


responsibility for the successful implementation of the plan. 


Mr. Emerson Said that Canadian Pacific Railway is 
comprised of main lines and a complementary network of branch lines 
(Vol, 109 - 18236). He described branch lines and their functions 


as follows: 


"Branch lines are physically connected to main lines 
and thus are an integral part of the railway plant. 
Their function is to generate traffic volume for the 
railway system as a whole. By virtue of being a 
gathering line, they are of necessity of low traffic 
density. The traffic moving over branch lines is not 
generally through traffic. It is traffic which 
originates at the stations on the line starting from 
the first station, with volume increasing progressively 
to the junction with the main line. These character- 
istics of branch lines were recognized by Canadian 
Pacific at the time of their construction, The funda- 
mental approach of Canadian Pacific since its inception 
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was to build branch lines to the standards required 

in the light of the existing or potential traffic 

in the immediate future. Rail laid in branch lines 

is relay rail and of lighter weight than in main line, 

ties are spaced further apart, ballast is of lower 

quality, subgrades are narrower, bridges are designed 

for lower loading capacity and are frequently of a 

less permanent type of construction. Because of 

their different characteristics, the investment in 

branch lines and the costs of maintaining them are 

lower than in the case of main line. 

It has been the policy of Canadian Pacific to upgrade 

branch lines and increase their capacity as the volume 

of traffic warranted, Because of their functions and 

the low density of traffic moving over them, the unit 

costs of operation on branch lines are greater than 

for main line operations." 

(Vol, 109 - 18241/2) 

Mr. Crump and Mr. Emerson stated that the Canadian 

Pacific system was planned from the beginning and a cohesive route 


pattern was developed (Vol. 27 - 3922; Vol. 109 - 18237). 


As the matter developed in evidence before the 


Commission, it appears that the following broad issues were raised: 


~ It is said that the railway systems of Canada comprise 
many miles of uneconomic branch lines the continued 
operation of which casts a "burden" on freight shippers 
and that this burden should be removed "from the backs 


of the freight shippers”. 


. It is said that uneconomic branch lines not required in 
the national or public interest should be abandoned, and that 
the loss on uneconomic branch lines required in the national 


or public interest should be subsidized. 


It may be noted that the general tenor of the evidence 
given on this subject was that the rallways should be encouraged to 
take steps to abandon uneconomic branch lines. There is general 
recognition by the public that the railways should not be obliged to 
continue the operation of uneconomic branch lines merely on the 
ground that the line had been built and therefore should be continued 


in operation. 
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The first issue to consider is whether or not there 
are many miles of uneconomic branch lines on Canadian Pacific and 


if there is a significant burden on freight shippers. 


Yow does one determine whether a particular line is 
uneconomic? The test is not: Can the raiiway system function 
physically if this particular line is abandoned? The real test 
is: Is the contribution to the railway of the actual or potential 
traffic on this particular line of a degree which warrants its 
continuance? If the first test were adopted, it is conceivable 
tnat the answer with regard to individual branch lines would be 
‘yes but the number of cases could be such as to reduce the 
yailway system to the peint where it could ne longer function because 
of the overall loss in traffie volume. Therefore, one is bound to 
ronsider the true test, and it is the submission of Canadian Pacific 
that this ig the only valid and realistic way in which the matter 


enn be enaiysed. 


As Mr. Emerson put it: 


“Because they are on integral part of the railway 
plant, branch lines can be considered only in 
relation to the contribution made to the railway 
system... In considering the economics of a branch 
line, one must consider the following factors? 
the traffic density; future potential of the area; 
the revenue; the length of the branch line; the 
cost of operating the branch line; the length of 
haul; and the profitability of the movement of 
traffic beyond the branch line.” 

(Vol, 109 ~ 18242) 


The unit costs of transportation for traffic moving 


ba] 


over a branch line would undoubtedly be less if there was greater 
traffic density on the line. This fact, nowever, does not indicate 
the line is uneconomic. A light density line is uneconomic only 
when the line is unnecessary in the sense that it is mere duplication 
and the costs of moving traffic to a continguous line would be less 
than the cost of operating the line. Again, a line would be 
uneconomic to the railway apart from any question of social costs 


where the density of traffic on the line was such as not to meet 


the variable costs for the movement of the traffic originating and 
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terminating on the line and, in addition, provide sufficient to 
cover the minimum maintenance cost per mile of track on the line 


being studied. 


Mr. Emerson in his evidence before the Commission 
said that rough criteria were adopted in considering the economics 
of branch lines: 

"Based upon a branch line of average length and 
using average conditions insofar as revenue per 
ton mile, length of haul, type of traffic and 
present costs, it is my view that a branch line 
with less than 25,000 net ton miles per mile of 
line would justify a detailed economic study 
unless there are clear overriding factors such as 


potential traffic." 
(Vol. 109 - 18242) 


"Using average total branch line operating costs, 
it is only where density is less than 25,000 ton 
miles per mile of road that fewer of the nation's 
economic resources are required to move traffic 
by highway than by railway." 

(Vol. 109 ~- 13244) 

{in cross-examining Mr. Emerson, Mr. Mauro, counsel 
for Manitoba, referred to the transcript just quoted and asked 
whether the figures could be filed with the Commission showing 
"average branch line cost". The Commission was informed that 
these figures could not be filed, but that they could be given to 

the Commission on a confidential basis. As the Commission knows, 
some of its members and the staff of the Commission have had 
discussions on this question with operating and trucking specialists 
of Canadian Pacific and members of its research staff. Working 
papers showing the method for developing average branch line costs 


and alternative trucking costs have been supplied by the Research 


Department of Canadian Pacific to the Commission's technical staff. 


Mr. Emerson said that on the basis of the 1954 system 
density analysis, there are some 850 miles of branch lines with 
average density less than 25,000 net ton miles per mile of line on 
the Canadian Pacific system (Vol. 109 - 13243). This confirms what 
Mr. Crump said earlier in the proceedings before the Commission, 


that he did not think there was very much excess mileage on Canadian 
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Pacific at the present time (Vol. 26 - 3834). Later, under cross- 
examination, Mr. Emerson explained that the 850 miles he had referred 
to consisted of 34 individual segments of track totalling 846 miles 
(vol. 113 - 18762). Of this, some 150 miles have been dealt with 

by the Roard since Mr. Emerson gave his evidence and applications 
involving further substantial portions of the mileage are now before 


the Board. 


Much of the misconception that presently exists with 
respect to the so-called excess mileage in Canada, stems from 
the report of the Duff Royal Commission in 1932. Mr. Emerson pointed 
out in his evidence how the mileage operated by Canadian Pacific 
today is about the same as that operated in 1933 (Vol. 109 - 18237) 
put that in the interim the population has increased by about 58%, 
revenue ton miles on Canadian Pacific by 158%, and the gross hationa! 
product (in constant dollars) by 255% (Vol. 109 - 18238). These 
facts, coupled with the expected development of the Western Canadian 
economy, demonstrate that the present situation on Canadian Pacific 
cannot now be judged on the basis of the views of the Duff Commission 


given at the depth of the depression of the 1930's. 


Considerable general evidence on branch lines was 
given by Mr. W. B. Saunders, the witness for the grain handling 
organizations. Mr. Saunders made fundamental errors: firstly, 
he was unduly influenced by and misunderstood the report of the 
Duff Royal Commission; secondly, his approach was to consider the 
question of branch lines in the light of the railway systems of 
Canada as a whole;and finally, and possibly his most serious error 


was to equate light density lines and uneconomic lines. 


Mr. Saunders referred to the review of the history 
of railway construction in Canada, made by the Duff Commission in 


1932, in which it had described the results as a "tragedy". 


The "tragedy" of excess mileage to which the Duff 


{ 
Royal Commission referred clearly did not arise as a result of 
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construction of excess mileage on Canadian Pacific; it arose in 


the view of the Duff Commission through the development of: 


‘Al 


. . « two transcontinental railways being 
constructed in addition to the already 
established Canadian Pacific Railway:- 


The first, by authorizing the construction 
of the Grand Trunk Pacific Railway from 
Winnipeg west to the Pacific coast, which 
was financially assisted by important guarantees 
by the federal Government, together with the 
construction of the National Transcontinental 
Railway from Winnipeg east to Moncton, via the 
city of Quebec, as a public enterprise at 
public cost. At Moncton, the new line would 
connect with the Intercolonial, through to 
Halifax, and also give access to the port of 
Saint John, N.B. 


The second, by authorizing the Canadian 
Northern Railway (which received substantial 
cash subsidies from the Dominion Government, 
and guarantee of securities) to continue its 
line westerly from Edmonton to the Pacific 
coast, and to extend its line easterly from 
Port Arthur through the provinces of Ontario 
and Quebec. 


Thus there developed by the authority 
of the Parliament of Canada, the tragedy of 
three transcontinental railways (previdiag, 
with branches, over four thousand miles of 
unnecessary lines), when two were all the 
business of Canada required or could 
support.” 
(Duff Commission Report p. 11) 

That the Duff Commission did not consider there was 
excess mileage on Canadian Pacific can be gathered from its view 
of the way in which Canadian Pacific had developed: 

"rhe Canadian Pacific Company has been developed 
as a Single, unified system. The mileage added 
has been complementary to existing mileage." 
(Duff Commission Report p. 13) 

Mr. Saunders said that accepting the figure of some 
4,000 miles of unnecessary lines referred to by the Duff Conmission, 
this would mean a minimum of $300,000,000 put into property not 
needed for transportation, using an investment of $74,000 per 


mile based on the Canadian Pacific experience (Vol. 94 ~- 16054). 


Unfortunately, the inference arises from the use of Canadian 
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Pacific investment per mile of line, that some part of the 4,000 
miles of unnecessary lines are contained in the Canadian Pacific 
system. This is not what the Duff Commission said, and no such 


inference should be drawn. 


Mr. Saunders' attempt to develop his thesis that 
the Canadian Pacific system did contain substantial excess milcage 
was drawn from the submission made to the Duff Commission by 51r 
Edward Beatty that 5,000 miles of line could be eliminated under a 
unified plan for operations of the Canadian Pacific and Canadian 
National (Vol. 94 - 16055). Mr. Saunders then linked this figure 
of 5,000 miles with the earlier figure of 4,000 miles. This you 


cannot do. 


Further, when discussing unit costs on branch lines, 

Mr. Saunders said: 
"Overall, using the C.P.R. cost technique, 
it is estimated that the full costs per net ton-mile 
on a light density line are four times as great as 
on a heavy density line. Thus, any duplicative 
or other light density lines built for reasons 
of national policy have an important impact on 
the cost structure of the Canadian railroads, 
This may be a critical factor because almost half 
of the railway mileage in Canada consists of such 
lines." 
(Vol. 94 - 16111) 

It is seen that one of Mr. Saunders' basic points 
in regard to excess mileage was that substantial railway mileage 
had been built in Canada as "National Policy Lines" (Vol. 94 - 
16111). With regard to Canadian Pacific, he said: "a commitment 
was made as a matter of policy to build railway facilities making 
British Columbia a more integral part of the Federal system" 
(vol. 94 - 16118). The undisputed facts are that the only line 
built in British Columbia under the commitment made by the Dominion 
Government with that province was Canadian Pacific's main line. 


The remaining lines of Canadian Pacific in British Columbia were 


built or acquired by Canadian Pacific in pursuance of its policy of 
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developing its railway system, and this includes the line from 
Lethbridge to Nelson. Apart from the Canadian Pacific main line, 
none of its lines can be described as "national policy lines". 
Nobody can realistically contend that the Canadian Pacific main 


line is in excess of requirements. 


Looking at the question of branch lines in the 
light of the railway systems of Canada as a whole, as Mr. Saunders 
did, is wrong. The railways in Canada cannot be regarded as a 
single system. Each individual railway must be considered 
separately. It may be that the Quebec North Shore requires addi- 
tional mileage and the Canadian National has too much; but considera- 
tion of these issues does not assist in determining whether Canadian 
Pacific has excess mileage. Again, an individual segment of line 


must be considered along with the railway of wrich it is a part. 


Mr. Saunders placed great emphasis on light density 
lines and the comparison of the density on American railroads with 
density on Canadian railroads. Mr. Saunders filed four maps as 
Exhibits 156, 157, 158 and 159, showing light and heavy density lines 
i Fastern and Western Canada. For Canadian Pacific Mr. Saunders 
treated as a light density line those on which the density was less 
than 250,000 revenue ton miles per mile of road (Vol. 94 - 16060). 
Mr. Emerson said that he did not agree that lines ranging up to 


250,000 revenue ton miles are a problem (Vol. 114 - 18923). 


A light density line cannot be equated with an 
uneconomic line. It is significant to note for example that in 
the lines included as light density lines on Canadian Pacific by 
Mr. Saunders are one from which a spur has been built to serve 
the potash development at Potasco, Sask., and another from which 
a spur is being built to serve a new sulphur plant of British 


American Oil Company Limited near Rimby, Alta. 
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It is apparent that Mr. Saunders' misunderstanding 
of the Duff Report; his approach of considering this matter on 
an overall basis and in the light of Government decisions with 
respect to railway construction on other systems than Canadian 
Pacific; and the equating of a light density line with an 
uneconomic line; have led him to false conclusions certainly 


as far as the Canadian Pacific system is concerned. 


It is clear from the evidence of Mr. Crump and 
from the evidence of Mr. Emerson that there is a relatively 
insignificant amount of branch line mileage on the Canadian 
Pacific that is suspect. Mr. Emerson's evidence referred to 
earlier was that the lines which could be regarded as suspect 
totalled only 850 miles and that for these, applicationsfor 
abandonment have been heard or are in the course of preparation 


for some 300 miles. 


It is apparent, therefore, that no real burden is 
being cast on freight shippers arising from the operation of 


uneconomic branch lines by Canadian Pacific. 


In suggesting that excess branch line mileage was a 
major problem, it would appear that Mr. Saunders was unaware of 
the situation in Canada as to the basis upon which the general 


level of freight rates is determined. 


Canadian Pacific is taken as the "yardstick" company 
and its financial requirements are used for determining the 
permissive level of net rail income. Freight rates determined 
on the basis of Canadian Pacific's financial requirements apply to 
all federal railways in Canada. If, therefore, there is an uneconomic 
mileage problem on the Canadian National system but none on the 


Canadian Pacific, it is apparent that any burden arising from 


LEAl : “lS ai Orie 
a) 1°98 ty me ren 
it ~ hk nadesébave ba "exe bnt 
.: i. a ) aS Dux =! io 
: De =) oe 4 } ae? mo bi 
ee >. @e sedtar eka? gatazb inaes 34 


» 
cy i” a } i Me 


. Bao bene 
by fd fw bis Hed baks S nea ravoD 20. cae 


= 


yh kn 
14 ag idbada? med? ee zaitte wo oe 


‘Lisezued Biola oaoo: eeial oe Bo oi pay ved. iglaee 
' : $i ae 
is POMIHONOS BL MOTHS oth yall petbanad 


he) an uf 


ry Met, 


| i] 
a>” WH to eonehive eds mond qaels at re 


E | Aone) 
tay ee att tad? noaiodi an 2e paaaes “¢ 
x i i ; P bis 
er cc epholim salt Aow 1G te! dnb ONG dnmott: 
1h ; yi ah 
‘ Pt y Ea 
t hayevetay woerehtie vo! pte ee oem Oke 
j Slwed <oliw eoatt ald, tasty aa 
hi ; oe Ri 'y Wolh mm “ee 
moe ts Phony TOE Fas ote ce dee tno: 
wea need feed eve 
6 29 Cim 
etoteted? ,troxrkadA er If i 
. My 
1 é { n ws BS Ve 
Moka Ott HOM wnle tt Hiedatine Ita pon cies $a6h Qh 
eh 
ual 
‘kitoet metbaded vd aease domand 9 Lage 
4 vias 
‘ - v1 
. AW SH Wee Ue eaish| vat 
Hole oil Monod esesne tad’ wottdawnde er)’ 
F ty ( my r Ay 
4 ‘ ne alan ia - 4 pe > 
raw anu: asw exebryss -ae tatd “asus, Bini 22 Pace bf 
He i cj me i. Cove mi San mei gy b Pb ro si tS ery nt note wtb 
r Soe a 
hantvrreteh ef aya ity tone 30, fe 
s a f 
ned Se de a ry " ' ‘xs ) ‘ pos ei eae , ew pre if fe 
a Maes hep VEE. BG eae a ee ee bs as) aig 


y or 
+ 5 pt DP pares "Oe Tot Poel ain Baran oF Loge on" . he tomauk® ag 
ee ih in ait, 
: iv" res ey RPaesor Tiassa cy 4 Bie CrN DJ: fe, Sie ae rae be 
a oe Ch. 
>: iwtexiupe: LTarousal? eolltaad we towsia to a 


Cyths is ah Byedd,arokeveds 21 /MDSBe or 8 @ oaker 


‘ : ; tod pute. tnnokrtev 14568089 “eit no - 
Side sas ynar rt loi wd " ok 
i ie, ee P Yi \ mie Ma) . ae 
al , ‘ 4 i 


212, 
excess mileage cannot. be a burden on freight shippers. 


It can be seen therefore the centention that branch 
lines in Canada constitute a substantial burden on freight shippers 


is without foundation. 


The position of Canadian Pacific as to uneconomic lines 
must take into acceunt its aubmigsien with respect to the establish= 
ment of a just and reamenanle level of rates on export grain. The 
evidence is that at the preseat statutory level of rates on expert 
grain a considerable mileage on Canadian Pacific i# uneconomic. 

The burden of this loss, which is not attributable to uneconemic 


lines but to the low statutory rate, has already been discussed. 


Before the Conmission it was urged that much excess 
railway branch lime mileage could be eliminated either through the 
elimination of a line of one railway and the retention of the line 
ef the other, er through the elimination of all rail lines and the 


transportation of the traffic by other means of transport. 


{It i@ the position of Canadian Pacific that where 
parallel lines do exist, whether owned by one company or different 
Ponpanies and each line is uneconomic, but withdrawal of one of 
the two lines would make the remaining line economic, then this 
policy should be pursued (Volume 109 ~ 18245). However, Mr. 
Emerson pointed out that an examination of the lines of Canadian 
Pacific did not disclose any gignificant mileage where amalgamation 
of branch lines was feasible, because of the topography, distance, 


road cenditiems or traffic volume (Volume 109 ~ 18244 = 5). 


The elimination of rail lines and the substitution of 
other means of transport involves } OOS, Rene ie of resource 
allocation. The evidence ef Dr. Williams was that the determination 
of whether a particular line 4s excess involves the alternative cost 
of moving the traffic by other media ; 


"That is to say, if we have a transportation 
task that manifestly has got to be performed 
and which has been performed in the past by 
branch line railroad, then it seems te me that 
our question running te the idea of whether we 
ought to effect a gubstitution clearly depends 
upon whether that substitution can be effected 
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at an equivalent or Lois cost." 
(Vol. 102 - 17106) 


In expansion of this: 


"Mer, Sinclair: And when you are looking at the 
alternative transportation cost we can agree 
that you must toke in all costs. For instance, 
time costs of labour, investment costs. It 
would have to be done on o& truo analysis basis. 


Dr. Williams: Gh, guite, yes, 


Me. Sinclair: Ant 12 you are going to deal with 
private carriage one would have to be careful 


that it did have all true costs assigned to 
the transportation media that was being looked 
at, | ; 


‘Dr. Wilidams: Right. 


Mr. Sinclair: There is no such thing in 
economics as free time? It is just like a 
free meal? 


Drv. Williams: If there 1s I have not heard 
about it." 
(Vol. 102 - 17107/8) 

With respect to the cost of alternative media of 

transport, Dr. Williams noted: 

"But even in our case, where we have a line 
of railroad that is handling any’ volume of traffic 
of consequence, it is rather rarely the case that 
you can ascertain that it would be cheaper to 
supply highway transportation instead, even if 
you have the highway already there, The railroad 
may, with the volume of traffic it has, not be 
operating at any kind of optimum for the installed 
capacity, but it may still be providing trans—- 
portation more cheaply than we could generate 


it on the highway." 
(Vol. 102 - 17165) 


Mr. Emerson's evidence was that while 1t was difficult 
to generalize on truck sodtan evidenas recently placed polite the 
Board of Transport Commissioners indicated the cout of moving grain 
a distance of 20 miles by Hi onGen at somo 8.1¢ pwr ton mile, or 
approximately 4¢ per bushel a mile with trucks of 54,000 pounds gross 
vehicle weight, and assuming a 15 ton load. He said the cost would 


be greater in the case of smaller capacity trucks (Vol. 109 ~ 18243). 


In the Board's judgment of Docember 9, 1960, granting 
in part the application of Canadian Pacific to abandon a portion of 


its Neptune Subdivision, Irwin C., with whom Woodard C. concurred, 
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discussed the evidence of the cost of trucking grain to which Mr, 


Emerson had referred, saying: 


"Much of the grain will be hauled, as at present, 
by contract to local truckers. The price now 
being charged, aS shown jn evidence, is one-half 
cent per bushel per mile, with variations according 
to the length of haul. I accept Mr. Aked's 
figure as an accurate estimate of a cost under 
special conditions which are not likely to obtain. 
Competition mignt eventually develop a lower rate, 
but I accept the going rate as the fairest 
measure." 

(Page 20, mimeographed copy of judgment). 


In the Board's judgment dated December 12), 1960, 
granting tne application of Canadian Pacific to abandon its Reston- 
Wolseley subdivision, Griffin A.C.C. referred to the evidence of 
Canadian Pacific that elevators need not be closed if the line 
was abandoned, wut could be used for storage and handling of grain 
in conjunction with elevators situated on anotner line of railway. 
‘In connection with this evidence, the cost of trucking grain was 
developed. Griffin cos. referred to the calculation of cost 
in the following terms: 

"It is proposed, then, that two such semi-trailer 


trucks could be used which, to move approximately 
1,057,000 bushels each year, would require some 
1,057 trips. Assuming an elapsed time of 2% hours 
per trip, the cost per bushel per mile has been 
calculated. This is .234¢ per bushel per mile, 


or something under }¢ per bushel per mile, 


"This figure has not been broken down on CrossS- 
examination, nor any more reliable figures submitted." 
(Page D1, mimeographed copy of Board's judgment.) 


Jn the Board's judgment dated December 2, 1960, refusing 
the application cf Canadian National to abandon a portion of its 
Rapid City subdivision, Griffin A.C.C. referred to the application 
of Canadian Pacific to abandon the operation of its Reston sub- 


division, and then said: 


"I do not propose to adopt any of that evidence in 
this matter except that I feel justified in using 
from that evidence an estimate of i¢ per bushel per 
mile as being the cost of Large scale movement of 
grain from an off-line elevator to an elevator on an 
adjacent line." 

(Page 37 of mimeographed copy of Board's judgment). 
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Mr. Emerson also referred to the Royal Commission on 
the Railway to Great Slave Lake in which the Chairman, Mr. Justice 
Manning, had stated that grain is trucked from Manning to Grimshaw 
at a cost to the farmer of 15¢ per bushel for a distance of 60 miles, 
which gave a cost of 8.35¢ per revenue ton mile (Vol. 109 -— 18244). 
Mr. Justice Manning had also stated that the cost of trucking grain 
from Fort Vermilion to Grimshaw, a distance of 250 miles, is 5M€ 


per bushel, which amounts to 6.7¢ per ton mile (Vol. 109 - 18244). 


Mr. Emerson said that he would not agree with the 
suggestion put to him by Mr, Frawley of a rate of 3¢ per ton mile 
by truck on general traffic replacing branch lines on the Prairies 


(Vol. 114 - 18894). 


In his cross~examination of Mr. Emerson, Mr. Frawley 
had suggested that Mr. Emerson's figure of some 8¢ per ton mile was 
quite unreasonable in ne light of the fact that under Agreed Charge 
761 fuel oil from refineries at East Edmonton to Grimshaw would be 
returning 2.97¢ per ton mile for 342.1 miles (Vol. T1 Ani) 18903) . 
Mr. Emerson pointed out that under the agreed charge, the revenue 
per ton mile for the minimum weight, namely 10,000 gallons, oF 80,000 
pounds for the haul from Fast Edmonton to Wetaskiwin, a distance of 
42.1 miles, would be 4.5¢ per ton mile (Vol, 115 = 19006). Mr. 
Emerson was of the view that this rate would not only reflect truck 
costs because in his view the cost of trucking oil for 30 or 40 
miles, with a truck capable of carrying 3,000 gallons, would be up 


in the order of 7¢ or 8¢ per ton mile (Vol. 115 = 19008). 


Mr. Emexson also pointed out that his figure of some 
8¢ per ton mile for truck costs is for a short haul over relatively 
poor roads. He did not envisage in most places that if a branch 
line were taken up, there would be a high class highway reaching rail 


heads and it would-be largely a one-way haul (Vol. 114 = 18916). 
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It is impossible to test the costs of alternative 
means of transport by using different minimum weights and different 
types of hauls than would actually exist in Western Canada, wh 
pranch lines were to be taken up and the grain were to be trucked. 
Mr. Emerson's figure of some 8¢ per ton mile for hauling grain a 
distance of 20 miles was, as he described it, a rough guide. This 
compares with rail costs of 2,33¢ per ton mile on the average 


pranch line of 50 miles in length (Exhibit 183). 


It is well-known that truck costs for long hauls with 
heavy loads on good roads will be less than 8¢ per ton mile. 
However, the truck cost that is being sought here is the cost of 
trucks operating over Western Canadian roads short distances with a 
one-way haul as compared with the comparable rail costs on the branch 
line. In such circumstznces, average truck costs are bound to be 
higher than they would be for long-distance, heavy~loaded trucks 


operating on hard-surfaced, inter-city highways. 


It has been suggested to the Commission that the 
question of branch lines should be approached on an area planning 
basis. Mr. Emerson indicated his disagreement with this approach, 
saying that he did not think abandonments are the type of question 
which require long range planning or consultation, but are a matter 
to be dealt with on an individual basis. He said he was not in 
favour of area planning, as he did not think that abandonments were” 


a major problem, nor involved any major investment (Vol. 115 = 18985). 


The proposal that the matter be approached on an 
area planning basis is one which has some superficial merit. The 
question, however, is not nearly as simple as it appears at first 
glance. In the first place, the question must be considered in the 
light of the situation of the particular railway system that is 
involved. Secondly, it is impossible to reach conclusions as to 
what is excess mileage merely by looking at a map. Features other 


than proximity are crucial. Dr. Williams agreed: 


a 


- ei 


| Twateapey . 


ne abana are at ‘hs 


SAL cae: say 6 ttm rae aa 
' i a, 


ie bon bt 05 Va ee ey 99 tae | 


wa 


Pose wa 


“as 


aN 
os 
- es 


* 
; ; - a 
A ~ “~ > a4 ‘ero - , _. iy : h hs 
a z \ £3 : ‘ ite mod 7 7? te Pots or... 
: J wré “ a 
(OSI tone) Ayges? NE ao! by 
a ae 
vy 
he : ) . 
| t y 3 i ; * 1 & 
bed fount Yekh AeoaAK Cow, § | 
| | Bawendi 
‘ i “9 + * ’ é j f ry ab ated 4 ie at 
My per ye 4 Samy | 
4 7) t } ; ve \) r - > 
fe . at. - i: ogi tad Mer a 
i 7 | ' Nie | Ms ‘ho ; ; 
i 9 ea. wae. nfes er = 
7¢% iove 20k ote 
rt z 7 “f 7 S - 
5 LAW Pa LaChiog we 
Aeiey 
+ rat . \- 
‘ ‘ i * ‘ ‘ ont, A 
} » Yea 
be wy 71.9 fan 
i ' . ye % un 
i f 2 og 6% 
. f ry wT P -~ ma ‘ a 
4 ‘ Ly - Ww noe yar ‘hg 
fi ; ’ ; ‘, § vy fn 
i ; ¢ 1D off 2 
‘v2. 
ad a 
: j é - N 
ae 4 if uo 6s. xa a 
ya0E orig - 
s : may a)! , 
s +r | ree yeh C6 6A x) “9 he née . 
iT ‘ of 7 
i rh. ay 4 ’ , ‘ ; ‘ 
4 : iS «as hay (TAL 2G athe 
- if ri a A 7 / wi se Aa 
be i 
2 a . { are ai 
Trey + i“ 
j ’ 
‘ “i 
: ft UJ ft i - Pc 
S Abe Aci die 
P 3 > Leg. aes | and. wep hg 7 +8 - 
; owites tele Pema gets ‘#0 wOnkT 
< = , a. - Pe) : > - — Cs 
74 4) GOGH T Js SEGz ag oe, at: aa 
—~, by 
q s q +i (fe . eter reds the 4 7 
’ ft g ty : 
‘g he x “yy H 2 15 i 7 eo - 
Noam. Me ee AOE 
> ore J 
Ww 


217, 


"Mr. Sinclair: Dr. Williams, you would agree with 

me that before a person can say there is duplication 
of rail transport, you have to know a great deal 

about the traffic moving; the topography; the esta- 
blished patterns -~- 

Dr. Williams; Quite so. 

Mr. Sinclair: -~- the linkage that the railway serves, 
and that you cannot usefully get that kind of an 
appraisal by merely looking at a map? 

Dr. Williams: Oh, I would fully agree with that. 

Mr. Simcleir;: And I think, Dr. Williams, we can agree 
on this, that the true test ef whether a branch line 
4s redundant is the alternative common carrier cost of 
moving the traffic that may be moving over the branch 
Lines? 

see But, in view of Commissioner Mann's statement, 
let me take it in the general now and ask you whether 
you would agree that the test is alternative trans~ 
portation costs? 

Dr. Williams: If one is looking at the question of 
the public interest, I would say yes, that is true." 
(Vol. 102 ~ 17105) 

What now takes place on applications for abandonment 
to the Board of Transport Commissioners is an analysis on an 
individual iime basis. It is in fact a detailed study by the Board 
and its experts with the assistance of the railway diuvolved and 
the interested parties. It jie probably not appreciated the degree 
of co-operative work now done in abandonment cases by the railway 
involved, the Board, the municipalities and individuals concerned. 
Mr. Emerson mentioned this procedure in his evidence (Vol. 109 = 
18246/7). Thus, each individual case is given full consideration, 
which, in the submission of Canadian Pacific, is the only practical 
approach, Long range overall planning is not appropriate in dealing 
with the question of excess branch line mileage but studies of 


individual cases must consider potential traffic and net be based 


solely on short. term economies. 


In the proceedings before the Commission, certain 
parties have stated that there are or will be cases where continuance 
of the branch line is required in the public interest, or in the 
national interest. Various attempts were made to define these terms. 
Mr. Stechishin, the witness for Manitoba, said that national policy 


and public interest are synonymous (Vol. 93 ~ 15893). Mr. 
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Stechishin referred to Premier Roblin's definition of national 
economic policy (Vol. 29 ~ 4201) as being a plan or policy or 
preferably, a series of plans or policies the object of which is 
to secure the development of Canada for all Canadians. Public 
interest can certainly not be greater than national interest and, 
therefore, by Manitoba's definition, national interest or public 


interest would be the development of Canada for all Canadians. 


Mr. Crump was of the same view. He said that by 
national interest he meant for the interest and betterment of all 


Canadians (Vol. 28 = 4131). 


Dr. Hughes, the witness for British Columbia, said 
that public interest is not the interest of a small village, but 


the interest of Canada (Vol. 76 =- 13476). 


Dr. Williams, one of the witnesses for Manitoba/ 
Alberta, agreed that national interest is a benefit to Canada as 


a whole (Vol. 102 - 17081). 


Mr. Emerson contrasted public interest with national 
interest. He said that public interest had to do with the imterest 
of a segment of the population as opposed to a matter concerning 


all the people of Canada (Vol, 115 =~ 18995). 


Dr. Harries thought of public interest as belug a 
matter which could be determined by reference to the particular 
people involved, whether on the municipal level, provincial level, 


or federal level (Vol. 97 ~ 16581/83). 


interest is something for the interest and betterment of all 
Canadians. Public interest is the interest of the particular 
segment of the public concerned, which is not necessarily Synonymous 


with national interest. 


As applied to abandonment of branch lines, it is 


quite apparent that the national interest would rarely, if ever, 
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be involved. Public interest would, in practically every case, 
be involved. The only possible exception would be in the case of 


a branch line serving a single industry which had closed down. 


In the recent decision of the Board of Transport 


Commissioners dated December 2, 196M, om tne application of Canadian 
National Railways for an order authorizing abandonment of a 

portion of its Rapid City subdivision, Griffin A.C.C. reviewed 

the jurisprudence of tne Board leading to the test whicn iS Cone 
sistently applied in such cases as tO; 


mynetner the loss and imconvenience to tne public con- 
sequent upon the abandonment outweigh the burden that 
continued operation of the railway line imvolved would 
impose upom tic railway company." 


His conclusions were as follows: 
That is my view, or to put it otherwise: 


"(1) That, if the railway is not patronized by the 
residents (other than farmers) and merchants (other 
than the owners of grain elewators), 1 snould not 
require it to remain in order to maintain the value 

of tneir private property or businesses hor, for that 
matter, should £ require it to remain in order to 
maintain the present status of the villages and hamlets 
om the line, 


(2) That t should consider the tramsportation needs 
of the communities and should weign the loss and 
imconvenience to toe users of the raillway service, 
in the event of abandomment, against tne burden 

that continued operation would impose upon the 
Railway Company, or (to the extent that it is 

passed on) upom users of the railway’s services 
generally. 


"Tne possible lesses and inconveniences set out ahove 
are in many instances real put they are not, in my 
Opinion, elements to be weighed, 


wY consider tie grain farmers and elevator owners 
to be tne only present substantial patrons of toe 
railway services. No evidence has beem given as 
to any other class of persons who migot im the 
reasonably foreseeable future become substantial 
patrons of the services . 


"This, in my opinion, is consistent with the principle 
adopted by the Board, aitnouga tne word ‘public! 

has im mamy instances been interpreted as including 

a larger group of interests." 

(pp. 25/26, mimeographed copy of Judgment ) 


Tine conclusion reached by Griffin A.C.C. was that the 


word "public" in an abandonment case referred only to tne users 
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; 220, 
of the railway service. While it is true that Woodard C. and 


Irwin C. said tnat in arriving at a conclusion in the case, they 

a4 felt it necessary to consider Nall matters of convemience and 
necessity that might affect the gemeral public im the case of abandon- 
ment rather than only tnose affecting tne users oP potential users of 
the branch line", it is clear that even their consideration would not 


extend beyond the general public in the immediate area of tne branch 


line. 


In the Board's subsequent judgment dated December 12, 19600, 
granting Canadian Pacific's application to abandon its Reston-Wolseley 
line, tne position of Woodard and Irwin CC. was clarified. They said: 


“Wwe concur im tne result of tnis Judgment. However, 
before reaching thie conclusion, we Dave considered 
all the elements of loss and 4dneonvenience to the gen= 
eral public in tne area, giving such weight to each — 
Aa cireinetances séémed to warrant. We are of the 
opinion taat only by doing so can we fully measure tne 
imdirect effects of abandomment of the lime upom users 
er potemtial users of the raLlwayo™ 

(p. 50 of mimeograpned Copy ef Judgment). 


Certainly, there was mo suggestion im the most recent 
decisions of tne Board that there was amy element of mationalh imterest 
involved. 

Manitoba suggested to the Commission that a bramch Lime 
trackage maintenance fund be get up (Vol. 94 = 15758). woe. Emerson 
dealt with this im his evidence as follows: 


nCanadiam Pacific is opposed to any suggestion of a 
branch line maintenance fund. It is my understanding 
that this proposal as advanced by the Province of Mame 
itoba would entail payments from the matiomal treasury 
to the railways in respect of bramcn limes that would 
otherwise be sbandoned. To apply national funds im the 
perpetuation of an uneconomic brameh lime is cleariy a 
misuse of such funds. By tne tine traffic om such a 
brancn line mas dwindled to tne point taat the bramca 
line is no longer economic at just amd reasonable rates, 
this is clear evidemce that tue bramch lime is mo longer 
required and any artificial extension of its life is not 
sound from a national viewpoint. If it is to he maine 
tained notwithstanding its uneconomic state, it cam only 
be for a local comyemiemce. o « o » 


“In the Manitoba submission is seems to be suggested that 
a fund for brancn line maintenance would be created and 
that payments from tnis fund, altnougo made im tne first 
imstance to tne railways, would be wrequired to be applied 
to reduce rates on class and mon-competitive commodity 
traffic. Obviously, if there was a burden om tne railway 
itself from am uneconomic brancn lime, this would not meet 
the problem. On the other hand, if it is assumed that the 
burden of ap uneconomic branch line nas been snifted to 
shippers, tnen a reduction in all class and non-competitive 
commodity rates would not benefit tne specific shippers on 
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"the line and creation of the fund would only involve 
additional taxes on shippers not using the line, This 
suggestion can only arise from the mistaken belief that 
uneconomic branch lines exist in such large numbers that 

the burden of them is spread across class and non-competitive 
commodity shippers of the nation as a whole. 


"In essence, therefore, the Manitoba proposal is nothing more 
than a subsidy to particular shippers and has no relationship 


to branch lines." 
(Vol. 109 ~ 18247-8) 


It has been suggested before this Commission that there 
should be substantial notice to people on the line before an application 
for abandonment was made, This has been dealt with in the Board's 


recent abandonment decisions. 


In the Canadian National Railways! Wakopa Subdivision case, 


Woodard C., with whom Irwin C. concurred, said: 


While it is not required by the Railway Act, I Cannot agree 
that any longer notice of application for abandonment would 
serve any useful purpose, No assurance has been given that 

a serving of five years' notice would result in preparations 
being made for that day, and the inequity of requiring the 
Railway to postpome abandonment of a line which is operating 
at a loss for that period is most apparent to me", ) 
(p. 22,mimeographed copy of Board's Judgment dated December 5, 


1960.) 
In the Canadian Pacific's Neptune Subdivision case, 
Irwin C., with whom Woodard C. concurred, said: 
"prolonged notice would certainly cause a period of 


disruption to both Grain Trade and farmers in the area, 
disruption that would be needless in the event of denial 


of the application." 
(p.25, mimeographed copy of Board's Judgment dated December 9, 


1960.) 
Prior to 1933 when what is now Section 168 of the Railway 
Act was first enacted, there was no legislative prescription on 
abandonment of lines. Section 168 reads as follows: 
“wThe company may abandon the operation of any line 
of railway with the approval Of the Boara, and no 


company shall abandon the operation of any line 
of railway without such approval." 


A comparable section is contained in Section 2(3) of the Camadian 


National - Canadian Pacific Act. 


These sections therefore impose a limitation on railway 
companies in that the approval of the Board must be secured before 


a line can be abandoned. The principal application of Section 168 
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is obviously with reference to the abandonment of branch lines. 
The position of Canadian Pacific is that Section 168 should be 
revised to permit a more realistic approach to the abandonment of 
railway lines. Section 2(3) of the Canadian National - Canadian 


Pacific Act is not necessary and should be repealed, 


Canadian Pacific proposed two sections in lieu of the 
existing Section 168 of the Railway Act. These are set forth in 
Vol. 109 - 18249/50 and in the Appendix of Proposed Legislation 
attached hereto. The reason for the proposed Section 168A is 
merely to give the Board jurisdiction to approve the abandonment 
of a branch line in the unusual circumstances where it would be 
apparent that no users would be involved. This situation arises 
from time to time where, for example, a branch line ee been built 


to serve a mine and that mine has closed. 


The principal preposal of Canadian Pacific is to be 
found in its preposed new Section 168. In effect, this section 
would give the Board authority to approve the abandonment of a branch 
line if the railway company established that during a period of 
three consecutive calendar years, the cost of the movement of the 
traffic originating and terminating on the line had exceeded the 
revenue attributable to that traffic. Provision is made for the 
Board to adjudicate the matter if an application for stay of 
abandonment is made by any person who has used the line during the 
period of one year before notice of intention to abandon is given by 
the railway. If an application for a stay of abandonment is given, 
and is not withdrawn, the matter is set down for hearing and the 
Board may grant the stay if it is satisfied either that the cost 
of operation during the period of three consecutive years has not 
exceeded the revenues attributable to the traffic, or that sources 
of revenue for a reasonable period in the immediate future, sufficient 
to guarantee the excess of costs over revenues, have been guaranteed. 
If the Board is not so satisfied, it is to dismiss the application 


for a stay. 
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It will be noted that in the Canadian Pacific proposed 
legislation, the right to apply for a stay of abandonment is limited 


to users of the line. 


It is the submission of Canadian Pacific that its proposed 
legislation amply protects the particular segment of the public that 
would be affected by any abandonment; that Saionat interest would 
rarely, if ever, be involved in an abandonment case; that there is 
general agreement that the railways should be as free as possible 
to proceed expeditiously with abandonment cases where the circum- 
stances warrant; that lengthy notice of abandonment is not desirable; 


and that, therefore, its proposed legislation should be recommended 


by the Commission, 
PASSENGER TRAIN SERVICE 


Canadian Pacific was built primarily as a means of 
moving heavy tonnage over long distances and today has no passenger 
train service on over 50% of its system. Until the 1930's and 
again during World War II, passenger service more than met its 
variable cost and contributed to the cost of transportation that 


would otherwise have been borne by freight. 


In speaking of the change in the rail passenger situation 
after World War II, Mr. Emerson said: 
"The impact of .... competition made passenger traffic 
a specific problem for the first time and necessitated 
a revision in the approach of the company to the 
provision of this service." 
(Vol. 109 - 18252) 
Mr. Emerson described in detail the approach of the 
Company in two periods, namely 1948-1953 and subsequent to 1953. 
The reduction in passenger train service has been most marked in 
the last five years and the tempo has increased as more and more 
people indicated their preference for private automobile and air 
travel. New types of equipment, new pricing policies and 


concentration on runs that are or hold promise of being profitable, 


sums up the approach of Canadian Pacific to the passenger train 
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question. Mr. Emerson expected the passenger deficit of Canadian 
Bpacific would be eliminated in five to ten years (Vol. 110 - 18286/7). 
What has been and is being done by Canadian Pacific in the passenger 
train field indicates that it is a problem within the controi of 
management given a reasonable climate of public opinion to make 


the required adjustments. 


The issues raised before the Commission in regard to 


passenger train service may be summarized as follows: 


-~ It is said that the passenger train deficit should not 
be a burden on freight shippers, but that uneconomic 
passenger train services held to be in the public interest 
by the Board of Transport Commissioners should be subsidized 


by the Federal treasury. 


- It is said that the deficit from commuter operations 


should not be borne by the freight shippers. 


Mr. Emerson gave a full review of the reduction in 
passenger train services on Canadian Pacific in the last decade 
(Vol. 109 - 18253/18262). The significant facts are that in the period 
1954 to 1959, annual passenger train miles have been reduced by some 
29% (Vol. 109 - 18259); the passenger car fleet has been reduced 27% 
in the period 1957 - 1959 (Vol. 109 - 18262); and the operating 
deficit of passenger train services for 1959 was some $14,000,000 
less than it would have been had not the program of reduction of 
passenger train services been implemented during the period 1954 
to 1959 (Vol. 109 - 18260). This figure takes into account loss 
of revenue as well as reductions in operating expenses arising from 


reductions in passenger train service. 


The reduction in passenger train miles on Canadian 


Pacific since 1953 is illustrated by the following table: 
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' Percentage 
Passenger On Decrease 

Year Train Miles from 1953 
1953 20,640,801 
1954 20,21, Lt 1 Re 
1955 19,891,626 ; 33.0 
1956 18,344,209 a 
1957 16,764,048 13.8 
1958 16,235,447 21.3 
1959 14,649,095 29.0 
1960 12,127,086 41.2 


Source: Annual Reports to Shareholders 


On the passenger train question, there was broad agree- 
ment among those appearing before the Commission that the railways 
should be encouraged to discontinue unprofitable passenger train 
services. However, it was suggested some passeaces trains might be 
required "in the national interest", although no specific runs were 


delineated. 


Mr. Crump said he did not know of any passenger trains 
being operated in the national interest on Canadian Pacific (Vol. 28 - 
4130/1). Mr. Emerson said that he could not think of any instance 
where Canadian Pacific passenger service would be deemed to be 
necessary in the national interest (Vol. 113 ~- 18758). He indicated 
the extent to which transcontinental passenger patronage had 
dropped by saying that a test in March 1960 showed that the passenger 
carryings from the cast indicated an average of 22 passengers per 


day to Calgary and Vancouver (Vol. 114 - 18853 et seq.). 


Dr. Hu Harries, on behalf of Alberta, said he could see 
no requirement why the railways should run transcontinental trains 
for the convenience of a few people who are not prepared to pay 


what the service is worth (Vol. 97 - 16580). 
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Mr. Crump said that he doubted whether the present down- 
ward trend in passenger traffic could be arrested by the different 
efforts made by the railways to attract more passengers (Vol. 27 - 

3882). It was Mr. Emerson's view that this did not mean that 
passenger train service would disappear (Vol. 109 - 18261). Mr. 
Emerson said that future passenger train service would involve a 
number of intercity runs consisting of predominantly a coach operation 
provided in part by rail diesel cars, of which Canadian Pacific has 
the second largest fleet on the continent. He also said it might 
be possible to re-schedule the transcontinental trains to serve 


other major cities which will need intercity service (Vol. 109 - 18265). 


Mr. Brownlee, for United Grain Growers, said that it 
was inherent in the nature of a railway that it should provide 
passenger service, and in most places continue to do so in spite of 
shrinkage in volume of business, even when the service became a 
source of expense, father than a source of revenue (Vol. 81 — 14151). 
This is contrary to proper railway practice, but is also contrary 


to the obligation of railways under the Railway Act. 


The passenger train service burden on Canadian Pacific 
in 1958 was $15,556,811. The results of the Canadian Pacific study, 
as given by Mr. Emerson, are as follows: 


Revenues, including the value 
of free transportation $70, 454,260 


Expenses - 
Operating expenses (including 
depreciation on all equip- 
ment and full cost of solely 


related lines) $91,404,929 
Cost of money (on investment 
to be perpetuated at 10.4%) 8,401,805 99,806,734 
$29,352,474 
Less income tax (at 47%) 13,795,663 
Passenger train service burden in 1958 $15,556,811 


(Vol. 109 - 18264) 


‘ 
The costing principles applied in the Grain Study were 


used in the costing of passenger train service, except where the 
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nature of the service made them inappropriate, No part of constant 
cost was ascribed to passenger train service. This is because the 
carriage of passenger traffic is a by-product of the railway system. 
Mr. Emerson pointed out that the fundamental purpose of the railway 
system was to carry freight (Vol. 109 - 18251/2). The fact that it 
is unrealistic to charge any part of constant cost to passenger 
service on Canadian Pacific was covered at pages 43-44 of this 
summation, when the positions of Manitoba/Alberta and the grain 


handling organizations were discussed. 


Dr. Williams, appearing for Manitoba/Alberta, agreed 
that passenger train service should be costed on economic incremental 
cost, except that since the question is whether the service ought 
to be abandoned, you are looking at the downward study rather than 
the upward study (Vol. 102 ~ 17099). On re-examination Mr. Mauro 
attempted to have Dr. Williams take a different view (Vol. 103 - 
17210/13). It is to be noted that Dr. Williams in answering Mr. 
Mauro, immediately moved to freight service, that is a service for 
which the plant is basically constructed, and did not modify his 
earlier answer with regard to the by-product passenger service on 


Canadian Pacific. 


In the passenger train service study, cost of money 
was taken on the variable investment in road property and on the 
investment in equipment which it was estimated would be perpetuated, 
namely, $40,000,000 (Vol. 109 - 18265). Depreciation on total 
investment in property used in passenger train service was included 


(Vol.:'109 - 18264). 


The revenues and expenses of commuter service were 
excluded, as this service must be considered as a separate service 
entirely distinct from general passenger train services (Vol. 109 - 


18263; 18273). 


Mr. W. B. Saunders, the witness for the Grain Handling 
Organizations, made an estimate of the Canadian Pacific passenger 


service costs for 1958. 
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228. 
The principal differences between the Canadian Pacific 
figure for passenger burden and the deficit figure advanced by Mr. 


Saunders are as foliows: 


. Mr. Saunders did not include the value of free trans- 
portation in revenues; 

.~ Mr. Saunders computed cost of money on the full invest- 
ment in passenger train equipment ; 

—~ Mr. Saunders included a portion of constant cost, 


—~ Mr. Saunders made no adjustment for imcome tax. 


It is apparent, therefore, that the differences between 
the two results turn on differences in the concept of computing the 
passenger train service burden rather than in the details of the 


figures themselves, except in a few instances. 


Mr. Emerson explained that a special study by Canadian 
Pacific in the twelve-month period March 1959 to February 1960, 
showed that free transportation had been given to an estimated total 
value of $6.7 million (Vol. 109 - 18271). Mx. Emerson said that 
it was necessary to credit passenger revenue with the value of 
free feanstGrtatton 4f£ you want to Look realistically at the burden 


that was developed by passenger train service (Vol. 113 = 18761). 


Cost of money should be restricted to the value of 
equipment which will be perpetuated as it is the only equipment for 


which capital will continue to be required. 


Mr. Saunders suggests that in the Canadian Pacific figure 
depreciation was not charged (Vol. 117 - 19435). This is not so, as 
full depreciation was charged. Apparently Mr. Saunders was thinking 


of certain Canadian National figures. 


The reasons why Mr. Saunders was in error in charging a 


portion of constant cost to passenger have been referred to earlier. 
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229. 


In connection with the deduction of income tax, it must 
be remembered that the complaint being advanced is that the operation 
of passenger trains at a loss casts a burden on freight shippers. 
As has already been noted, the general level of freight rates in 
Canada is fixed with reference to the net rail income of Canadian 


Pacific, that is, its position after income tax. 


The fact that passenger train services result in an 
operating deficit means that the income tax otherwise chargeable 
in respect of railway operations is reduced. The amount of the 
reduction in income tax must therefore be credited against the 
passenger train operating deficit in order to arrive at the burden 
of passenger train services. It may be noted that als Mr. Saunders' 
estimate before constant cost is reduced by income tax, the result 


is $22,631,000 without giving any credit for free transportation. 


The evidence is that at the present time commuter services 
of Canadian Pacific are not a burden. Mr, Emerson said: 
"Mr. Cooper: If I understood you correctly this 
morning these commuter services are no longer 
a problem? 
Mr. Emerson: No, I think not. They are meeting 
their costs and are not a burden on other services 


so far as our figures indicate." 


(Vol. 110 - 18350/1) 


The Board of Transport Commissioners takes the view that these 
services should not be operated at a loss. Canadian Pacific is in 
full agreement with this view. It is the position of Canadian Pacific 


that any losses from commuter services should not be charged against 


freight services. 


This, then, leaves the question as to the proper disposi- 
tion by the Commission of the matter of the passenger train burden. 
The suggestion has been made that the deficit of passenger train 
services should be met by national subsidy, or that a subsidy should 
be paid in cases where the Board has denied an application for dis- 


continuance. Canadian Pacific is opposed to these proposals. 
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230, 


As Mr. Emerson's evidence indicated the rapid change in 
the travelling habits of the public, which has overtaken the railways, 
bas created the passenger train service problem now before the 


Commission, 


The Board of Transport Commissioners has consistently 
taken the position that passenger losses must be compensated from 
freight earnings. In its judgment of November 17, 1958 (the 17% 
Case) the Board said; 


"In its 21% Judgment of March 30, 1948, the Board stated 
that railway passenger services and freight services are 
inter-related and revenue losses or deficits from passen- 
ger services on the one hand must necessarily be compen- 
sated by earnings from freight on the other if railways 
are to continue to operate and furnish required services, 
and the Board disagreed with the submissions that it . 
could authorize no increase in freight rates, if such 
increase to some degree were necessary to correct 
deficiencies in aggregate railway earnings growing out 

of inability of the passenger service to meet its full 
share of the revenue burden. The Board confirms this 
previous view." 

(1958) 77 C.R.T.C. 113 at 134. 


It is very difficult to state categorically that this 
burden is actually a burden on the freight shipper in view of the 
restricted net rail earnings of Canadian Pacific. It was Mr. 
Emerson's view that the passenger burden had been borne by the 
shareholder and not by the freight shipper (Vol. 114 — 18877 and 
18907). In any event it is the submission of Canadian Pacific 
that to the extent that the burden is now on the freight shipper, 
jit should continue there until Canadian Pacific is able to phase 


out of loss passenger services subject to a reasonable time limit. 


Mr. George Paul, appearing for the Canadian Manufacturers 


4 


Association, dealt with the passenger Geficit situation as follows: 


"Mr, Sinclair: Well, then, Mr. Paul, if that is your 
position, that since in the last few years, we will say 

the last five or six, there has been a marked change in 

the requirements for rail passenger service that a few years 
earlier was not so, why should the railways, when they are 
making this transition, be denied the right to make it in 

an orderly manner and to have the interrelation that existed 
when they bought first class passenger equipment and things 
of that nature recognized until a reasonable time passed. 


Mr. Paul: Well, I am all for an orderly transition, Mr. 
Sinclair, and I wouldn't object to the freight contributing 
on a temporary basis until the matter is adjusted. 
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231. 


Mr. Sinclair: Now, Mr. Paul, you said that there might 
be local interests, local public interests, that would 
require a passenger service or might want a passenger 
service, and if they did and it. couldn't make money, meet 
its variable costs, then that local interest should be 
required to pay for it. That would be, I think you said, 
municipal or provincial; that would be what I mean by 
local; is that correct? 


Mr. Paul: That is if they demand a service that -- 
Mr. Sinclair: Not paying its way? 
Mr. Paul: Yes. 


Mr, Sinclair: They should pay for it by guaranteeing 
the railways against loss; is that what you had in mind? 


Mr. Paul: Underwriting the deficit. 


Mr, Sinclair: And then you said there might be a situation 
where passenger service was required for national defence, 
and under those circumstances you would look then to the 
federal treasury, because national defence is a national 
interest? 


Mr. Paul: It is a federal obligation, yes. 


Mr. Sinclair: That wouldn't be subsidy, would it? That 
would be the railways billing the Department of National 
Defence just the same as they would today? 


Mr, Paul: Well, I would say so, yes. I wouldn't consider 
it as a subsidy. 


Mr. Sinclair: So if, for instance, in the interests 

of national defence it was necessary to keep availiable 
for emergency passenger equipment, mothballed, as it is 
known, the cost of doing that would be a cost which 

the railways would bill to the Department of National 
Defence? 


Mr. Paul: I would say that is reasonable. 


Mr. Sinclair: And that is what you had in mind when you 
gave your evidence about that, was it? 


Mr. Paul: Yes." 
(Vol. 54 -— 9937/8). 


The above evidence is in agreement with the evidence of 


Mr. Emerson. 
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232. 


The position of Canadian Pacific is that passenger train 
service is a managerial problem and that it should be left to 


management to work out. 


Mr. Fred Hawes, the spokesman on behalf of the Victoria 
Chamber of Commerce agreed that passenger train service is 2 


managerial problem. On being cross-examined on this point by Mr. 


‘ 


Frawley, Mc. Hawes said: 


"Mr. Frawley: ... And I put it to you -- let te just 
put it to you very frankly that there is just as much 
reason to go to the Federal Treasury for 4 subsidy to 
make up these 'X ' dollars they lose every year on 
passenger service, as there is to go to the Federal 
Treasury to make up the loss of handling grain to 
export positions in western Canada. Do you agree 


with me? 
Mr. Hawes: No, I would not agree with you. 
Mr. Frawley: You would say, then, that the passenger 


deficit should be left to the railways to work out, 
and, if necessary, leave it on the rest of the freight 
ae Bi me & Sify 


Mr. Hawes: Right." 
(Vol. 38 - 6181/2) 

Subsidies or the possibility of subsidies on passenger 
train runs operating at a loss would merely perpetuate the problem. 
Mr. Emerson stated: 

“Canadian Pacific is firmly of the view that the 


passenger train problem is not one requiring solution 
by way of national subsidy. Passenger train service 


v 
@ ¢ 
eb 


economic well-being of Canada. It does not me a 
national need for sociological reasons because of 
alternative forms of transport between points situa 
on the Company's lines. Canada and its rail transpor 
industry cannot afford the luxury of providing costly 
and unnecessary passenger services. If a national 
subsidy were to be applied and thereby perpetuate 
unnecessary passenger service, it would be a flagrant 
misuse of public funds." 

(Vol. 109 - 18268/9) 


The Turgeon Royal Commission stated: 
"The Commission does not subscribe to the view that 
the federal government should subsidize passenger 
treriic.t . 
(Turgeon Report, p. 137) 

The spokesman for the Province of Quebec, Colionel 


J. J. Harold, had a similar view. His evidence was: 
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"Mr, Sinclair: Now, Mr. Harold, for a moment may we 
turn to passenger services, and I think that you have 
made it clear in answer to my friend that your province 
would not be in favour of subsidies for passenger 
transportation? 


Col. Harold: That is a general basic rule for all 
transportation. 


Mr. Sinclair: Then, I take it you would agree with 
the statement of the Turgeon Commission, and I am 
going to quote from page 137 of the Turgeon report 

on transportation, and where I find these words which 
I will quote to you: 


‘The Commission does not subscribe to the view 
that the federal government should subsidize 
passenger traffic?’ 


Col. Harold: I certainly do." 
(Vol. 126 - 20861) 


The Canadian Industrial Traffic League, an association 
of traffic management personnel representing some 550 firms and 
having some 110 members across Canada, through Bis: UAeaeeas Secretary, 
Mr. Eric epicey. stated the position of the League on the passenger 
issue in this way: 


"Mr, Cumming: Reverting for a moment to this question 

of subsidies, there is a matter that I overlooked. You 
picked out only the Crow's Nest movements, only the grain 
movements, as a field in which you think subsidies should 
be paid. Does the League have any views about any other 
deficit traffic, if there be any, which might be maintained 
in the national interest and which should therefore be 
subsidized? 


Mr. Gracey: We feel that if there are any deficit 
operations the railway management should look after those 
themselves. 


Mr. Cumming: I have in mind, to be specific, passenger 
deficits. There may be a deficit in railway operations 
on their passenger trains. 


Mr. Gracey: It is our opinion that the railways have 
facilities to correct that situation themselves. 


Mr. Cumming: So you would nov at the 
subsidy in respect of passenger traffic at all? 


Mr. Gracey: No, sir. 

Mr. Cumming: Would you stay with that view even if the 
Commission were of the opinion that it was vital.in the 
national interest that deficit passenger operations be 
continued? 


Mr. Gracey: We have not considered it vital in the 
national interest at the present time. 


Mr. Chairman: On passenger traffic? 


Mr. Gracey: On passenger. This is a matter of 
managerial decision on the part of the railways. 
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"Mr. Cumming: Then passenger operations are being 
carried on at a deficit, and you do not suggest that 
they be subsidized by the national treasury. Are we 
to assume that the League is prepared to see freight 
traffic carry the burden of any deficits there may be? 


Mr. Gracey: May I put it this way? We would be most 
critical of railway management if they allowed it to persist. 


Mr. Cumming: But you do not want it subsidized and you 
do not want any compulsion on the railways to abandon 
passenger traffic? 


Mr. Gracey: We believe they are working to correct it now. 


Mr. Cumming: And the League's position is that this 
is purely a matter for railway management? 


Mr. Gracey: That is right. 
Mr, Cumming: And you are content to leave it that way? 
Mr. Gracey: Right." 
(Vol. 52 - 9686/7) 
The Railway Act does not contain a specific section dealing 


with the discontinuance of passenger train service. However, Section 


315 gives the Board broad general power as to the service provided. 


The practice of the railways has been to notify the Board in advance 


of reductions in service and apply to the Board for approval of 


discontinuance of all passenger service on a given segment of the line. 


The railways in carrying out their practice of applying 
I S 


to the Board for approval of discontinuance of all passenger service 


ona given segment of line are met with the onus of nroot that the 


Board applies in such cases: 


"The Board applies the following principle in applications 

for discontinuance of train service i.e. will the loss and 

inconvenience to the public, consequent upon a discontinuance 

of service, outweigh the burden that continued operation 

of the service would impose upon the railway company?" 

(Re application Canadian Pacific Railway Company for 

ee of passenger trains 41” and 42, 40 J.0.R.& Re 
TeBe ae om a le x seat RMR at ileal ci 


arc “ha eels an ee 


It is the position of Canadian Pacific that in applying 


this principle the Board places an unfair burden on the railway in 


requiring it to meet the onus and Canadian Pacific is of the view 


that the burden should be shifted to those who oppose the railway's 


application. 


ees. WS a 


The Victoria Chamber of Commerce recommended: 


"The railways should be free to abandon unremunerative 
passenger services provided that a suitable alternative 


i r™ ben” te WH ed 
Fada 00g 
= ov WTA) 


a . ae “Sod tae ated2 ng bode cr 


es o 
| . 2 i we +a 30 aa hive ~ emp ) iy ek ’ 


Meketeg of 22 howolLe yoda otk inaeosenam teed 


7 ” roy hee Soxribiadguve ck Jaaw jon ‘ob- 7h ‘Sell |: rah 
| nobasds ‘oa 2verl tas ea? ao note lgmos wna ine 
, | | | a pe 


gee. Of Bey 
ert th f 7 ani 
7 iggiott ut od be 


Ris r 
noe 


Won 22 3&e% » OF EP) Ato" Bea THA aught att wh : Peo! 


at 5 
ay “ ' ‘ 4 on a @ oar in) Di . - de 
Neer Si eo ae 
qowiias 52 Seltam & of 
7) - a 
; 
‘© 4 i 2 I A a ry iy ir 
. ai 
: ere : oy bal 
vt ( » 1 
i 
i’ ' Pye 
La a, 
| - a | : 
sit dk. ya he 
f 
= e By te , 4 j { 
P i " 
4 rc ~~ i 
} a) ¥ 
‘¢ { 
: ie si » F 
& , 
& ati 
al 
és f,< 
5 44 
{$ Borie 
} “ae 
é ) 
; : s 
4) ‘ am F 
f J) ‘ tia 
ma 
‘3 ( Tt 
7 ace - | a 
{ f in he 
: > ia iy : i ; vi] ti 
* Fy . - M4 
i. , was eo. ofiulse as aeoata baat 
j e e ‘ J 
L oh 
A * i a 
7 Se*l we fa Mont Mele adie t. 
Ve fis t 
‘a es 4 : Oy 74 ‘ ¥ WF WT Sas 1ine ol tt — 
; in ; ' ' et : y 7 Dm 
® > 2 . a ; 7 
: ° ‘ 7 - 


¢ 7 aN os . fees seiean's ‘Soromoe) ty z tse sa, * t ie 7 
A = 5 iment 4 ae 
Pe pun err i Ww i ioba EP ud ae 7 as : ark 


af. »v 2 2p teaes aie 
2 Oe e 


; ar 


235. 


means of travel iS available to those affected." 
(Vol. 38 - 6155) 


It might well be that because of the pervasiveness and 
ee of competition in the passenger field throughout Canada 
‘that the Commission might think the time had come to allow the 
‘railways complete freedom in the discontinuance of passenger train 
services and to state this in appropriate legislative form. 


‘Canadian Pacific while recognizing that such a position would not 
‘create an unfairness to the travelling public, nevertheless believes 
‘that this might be considered as too big a step to take at this time. 
Accordingly, it advanced a more conservative proposal (Vol. 109 - 


18267/8 and Appendix of Proposed Legislation attached hereto). The 


key point of the Canadian Pacific proposed amendments to the Railway 


Act would result in shifting the burden of proof to the person or persons 
opposing the railway's application to discontinue passenger train service. 
As Mr. Emerson expressed it: 

"It is the view of Canadian Pacific that the responsibil- 

ity of the railway company is only to show the use made 

of rail service and the burden that continued operation 

of the service would impose and thereafter the burden 

Should be on any person opposing." 

(Vol. 109 — 18267) 

Concomitant to this is the proposal of Canadian Pacific 

that a passenger train service loss having been established, the 
service would only be continued when the Board was satisfied that 


sources of revenue for a reasonable period in the immediate future 


to offset the loss were guaranteed. 


It is the submission of Canadian Pacific that on its 
System there is no passenger train required in the national interest; 
that eri onal subsidy or the possibility of subsidy would only per- 
petuate loss service and be a misuse of federal funds; that in the 
transitional period while Canadian Pacific is phasing out of loss 
passenger ae rs freight should continue to carry whatever burden 
there may be; that the Canadian Pacific proposed legislation amply 
protects the particular segment of the public that would be affected by 
any discontinuance of passenger service; and that therefore the 


proposedlegislation should be recommended by the Commission. 
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: There is one other issue in the passenger field which 
must be dealt with. That is the question of free and reduced rate 
transportation as provided under the fad iwap Act and other Federal 
statutes and the General Order No. 656 of the Board of Transport 


Commissioners. 


Free Transportation 
Mr. Emerson in his evidence outlined the effect of free 
and reduced rate transportation on passenger train operations 


(Vol. 109 ~ 18269/73). 


Mx. Emerson pointed out that Canadian Pacific is 
required under Section 351 of the Railway Act to provide free 
transportation to members of the Senate, House of Commons and Board 
of Transport Commissioners and, further, is required to give free 
transportation under the Customs, Immigration, Canada Grain and 
Post Office acts to officers of these respective departments. 
Further, under Section 350 of the Railway Act, free or reduced rate 
transportation is permissive to various other persons as contained 


in the Board's General Order No. 656, dated December 13, 1943. 


It was pointed out that in the 12-month period ended 
February 1960, Canadian Pacific provided free transportation to an 
estimated total value of $6.7 million, Canadian Pacific has been 
endeavouring in recent years to minimize the issuance of free 
transportation and thereby improve passenger revenues, Restrictions 
pave been imposed progressively including the elimination of free 
transportation for commuter service, Notwithstanding these 
restrictions, a substantial amount of free transportation of both 
the statutory and permissive type is still a factor in Canadian 


Pacific passenger train operations. 


When Mr. Emerson gave his evidence in the fall of 1960, 
he informed the Commission (Vol. 109 ~ 18271/2) of the restrictions 


Canadian Pacific intended to make effective January 1, 1961. 
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q Because the proposed effective date for change was in the middle 
of the Christmas holiday season, it was suggested and Canadian 
Pacific agreed, to defer the implementation of the restrictions to 
February 1, 1961. Moreover, it was suggested that it would be 
inequitable to change the free transportation privileges of 
members of Provincial legislative bodies until the recommendations 
of the Commission with regard to the Company's proposals with 
respect to mandatory free transportation had been made or to 
implement changes for dependants of members of Parliament during 


the current Session. Canadian Pacific agreed with these suggestions. 


Accordingly subject to the above the following further 
restrictions on free and reduced rate transportation issued under 
General Order 656 were made effective February 1, 1961]: 


(1) Employees and dependants of other railways or 
transportation companies will be required to pay 
one-half fare. 


(ii) Existing free transportation privileges will be 
continued to: destitute and homeless persons; 
directors, officers, agents and employees of 
Canadian Pacifie and their dependants; retired 
officers and employees of Canadian Pacific and 
their dependants and dependants of deceased officers 
and employees; officers and employees of traffic 
associations and similar joint agencies and dependants; 
members of provincial legislatures; Governor-General 
and staff and dependants; officers of Departments of 
Immigration and Customs of the United States whose 
duties require them to travel on trains; officers and 
employees of the Department of Citizenship and 
Immigration; railway Y.M.C.A. officers and employees 
and dependants; forest officers of the Dominion 
Government; commissioners and certain employees of 
the Board of Grain Commissioners; officers of the 
Department of National Revenue; officers and employees 
of the Post Office Department as required by the 
Postmaster General; police officers; Lieutenant- 
Governors and members of provincial cabinets of the 
various Provinces; railway labour organizations’ 
officers; experts rendering services to the Company 
under certain contracts between venders and the 
Company; movement of Government business cars used 
by the Governor-General and members of the Federal 
Cabinet; and movement of Government agricultural 
demonstration cars and Canadian Forestry Association 
demonstration cars. 


(i141) All other free transportation issued under authority 
of General Order No. 656 is to be eliminated. 
Canadian Pacific considers that it is inequitable that 
the statutory provision of free transportation to members of the 


| Parliament of Canada should be a burden on the railways and on shippers. 
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It is the position of Canadian Pacific that the railways should be 
reimbursed for the value of such transportation, It is considered 

only equitable that the Canadian Government should pay for the 
transportation of its officers and representatives as it does for the 
movement of freight on its account or when departmental representatives 


travel by air. 


Canadian Pacific has not roponed thet individual members 
of Parliament or Government officers should be required to pay their 
own transportation but simply that they present certificates to 
railway ticket offices and be provided with regular tickets for which 
the railways would be reimbursed through periodic billing of the 


Government. 


Neither in the United States nor in the United Kingdom 
is there a mandatory requirement on railways to provide free transporta- 
tion to elected legislative members or to Government officers and 


employees. 


The Duff Royal Commission dealt with the issue of free 
transportation as follows: 
"We are of the opinion that where the statute imposes 
an obligation upon the railways to provide free 
transportation for members of the federal parliament 
or provincial legislatures and their dependents (sic) 
or for civil servants and dependents, the state should 
bear the cost of the service involved". (Duff Report 
p. 46, para, 125) 
Before the Turgeon Royal Commission the railways did not 
propose legislative action to meet the free transportation obligation 
which was imposed upon them and the report did not deal with the 


question. 


The necessity of reducing passenger train services to 
the true demand and maximizing revenues is great and it is extremely 
difficult for the railways to restrict free transportation when people 
who have enjoyed this privilege see members of the federal government 


riding free. 
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It is, ther32fore, proposed by Canadian Pacific that 
Sections 351 and 352 of the Railway Act be repealed and new sections 
be substitvted to provide that no railway company is required to 
give free transportation to any person, leaving it to the railways 
to extend reduced rates or free transportation to their employees 
and other persons subject to the overriding supervision of the Board. 
The amendments which Canadian Pacific propeses to Sections 351 and 
352 are set out in Volume 109 - 18273 and in the Appendix of 


Proposed Legislation attached hereto, 


V - ECONOMICAL AND EFFICIENT RAILWAY TRANSPORTATION 


The third specific directive to the Commission required 
it to consider and report upon; 

"the possibilities of achieving more economical and 
efficient railway transportation". 

Mr. Emerson said: 

"Economical and efficient railway transportation is 
achieved through management making the best use of 
plant, labour and materials to meet the requirements 
of shippers at the lowest total cost. Throughout 
the post-war period the major task of Canadian 
Pacific has been to adapt its operations so as to 
minimize the impact of rising labour and material 
costs and to meet intensive competition from other 
transport agencies." 

(Vol. 109 - 18191) 

The evidence of Mr. Emerson contains a review of the 
reaction of Canadian Pacific to the changes occurring in the post 
World War II period (Vol. 109 ~ 18191/18220). Significant Canadian 
Pacific figures from the evidence covering the period 1947 to 1959 
are: 

- the average weight of all freight trains increased by 
32.6%; 
- the average speed of freight trains increased by 24.7%; 
- gross ton miles per freight train hour increased by 66.1%; 
- gross ton miles per employee hour worked increased by 27.3%; 


- railway operating expenses in 1959, although substantially 


higher in total and per unit than in 1947, were $101 million 
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less than they would have been if the 1947 level of 


efficiency had remained, 


Mr. Emerson discussed some of the major changes which 
have resulted in improved efficiency, which he noted were brought 
about primarily by capital expenditures of $909 million. These 
include the dieselization of road and yard operations; improvements 
in freight and passenger equipmerc; the oxtena tan of autonetic 
block signal territory; the mechanization of certain road maintenance 
practices; the adoption of new technology and improved methods in 


terminals; and the mechanization of data processing. 


Mr. Emerson gave the following overall assessment of 
these improvements: 
"While I do not suggest that we have a perfect record 
in improvements. in efficiency and in the securing of 
economies, I certainly believe that the company's 
record is good." 
(Vol. 109 ~ 18220) 
Mr. W. B. Saunders said: 
"Y am quite satisfied that C.P. is a very efficient 
railroad, and I have a very high opinion of its 
operating people and its traffic and accounting 
and research people. I consider that this is one 
of the best managed properties ..." 
(Vol. 129 - 22188) 
Some evidence on the question of economies and efficiencies 
in railway operations was advanced by Manitoba (Vol. 92 ~- 15766/88). 
Manitoba produced some figures for what it termed "very heavy outlays 
by the railways in recent years for maintenance of way, equipment, 
etc., which the railways alleged were required for improvement and 


modernization of their plant", and several tables giving limited 


statistics. 


With respect to the figures produced by Manitoba as being 
expenditures "for improvement and modernization of their plant”, 
Mr. Emerson pointed out that the implication was that these had been 
spent for improvement and modernization of the railway, but charged 
to expenses rather than to capital. Mr. Emerson explained how the 


railways' accounts are prescribed and supervised by the Board of 
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Transport Commissioners under its Qniform Classification of Acccunts, 
and that the figures reported by Manitoba for the years 1946, 1948 
and 1953 to 1958 were, in fact, Canadian Pacific operating expenses, 
excluding taxes and rents (Vol. 110 ~- 18291). Mr. Emerson said 

that these figures did not include any expenditures of a capital 


nature. (Vol. 110 - 18292/94) 


With respect to the Manitoba tables of statistics, mr. 
Emerson pointed out that these did not eee what are the most 
comprehensive indicators of operating efficiency, namely, average 
freight train weight, average freight train speed and gross ton 
miles per freight train hour (Vol. 110 ~ 18294) and which had been 
used by Mr. Emerson in Exhibits 165, 166 and 167, Moreover, the 
Manitova statistics were based on all Canadian railways as a group. 
Mr. Emerson filed Exhibits 173, 174, 175 and 176 to show, on the 
Manitoba basis, the Canadian Pacific figures instead of figures for 
all railways, as set out in Tables 13, 14, 15 and 16 of the 


Manitoba submission. 


There are three points to note in connection with the 
statistics used by Manitoba. In the first place, a tabulation 
of statistics for all railways does not give any indication of 
the efficiency of an individual railway ~- statistics for each 
individual railway must be examined. Secondly, when considering 
comparative statistics over time of an individual railway, one 
must take into account changes and fattece affecting the basis of 
comparison. For example, Mr. Emerson pointed out that the increase 
in empty car mile ratio to total car miles from 32.2% in 1949 | 
to 34.1% in 1958 was attributable to the increase in the movement 
of Canadian Pacific cars to the United States railroads through the 
western gateways, which had to be met by moving empties from Eastern 


Canada to the West (Vol. 110 ~ 18303/4). 


Thirdly, in making a comparison of efficiency in the 
utilization of freight equipment it is improper, as Mr. Emerson 


pointed out, to use total units in the inventory as Manitoba did. 
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The proper figure is the number «i cars on line. The disability 


of using cars in the inventory arises from the fact that Canadian 


Pacific uses cars belonging to other railways and vice versa. 

As Mr. Emerson pointed out, in 1949 Canadian Pacific was using a 
much greater proportion of foreign-owned cars on line than in 1958 
and a smaller proportion of Canadian Pacific cars were on foreign 


lines in 1949 than in 1958 (Vol. 110 -— 18307). 


Mr. Emerson summed this up by saying: 


"Perhaps this whole matter illustrates the importance 
of a knowledge of the background of what underlies 
statistics before they are used. For a proper inter- 
pretation of statistics one must have some knowledge 
of the relationship between the different elements 
employed, the factors at play which affect the figures 
in that relationship and, of course, they have to be 
exercised with judgment." 

(Vol. 110 - 18304) 


On the question of efficiency being determined by 
comparison of statistics from different railways, Dr, Williams said: 


"Mr, Brazier: Would it be true that in the United 
States you have a great number of different railways 
operating in the various regions? 


Dr. Williams: We certainly do. 


Mr. Brazier: And there would be quite a difference 
between the different efficiencies of the different 
railways? 


Dr. Williams: Well, the question of difference of 
efficiency among railroads is always a thing which is 
very hard to judge because no two railways operate under 
the same circumstances, Any direct comparisons, while 
they may appear to suggest differences in efficiency, 

are also subject to many, many qualifications and other 
possible influences, so that a person would be a very 
brash one indeed who suggested that on a statistical 
resolution X railroad was more efficient than Y railroad." 
(Vol. 102 - 17074) 


With regard to the possibilities of achieving future 
efficiencies and economies on the Canadian Pacific, Mr. Emerson said: 


"Canadian Pacific has a number of matters in hand 

at all stages of development, some of which after 

further study may be abandoned. We have no doubt that 
our efficiency will improve. Canadian Pacific must and 
will improve the utilization of its plant and adjust its 
labour intensity, but this will not happen quickly. New 
methods and new techniques will be developed; existing 
methods and existing technigues will certainly be applied 
nore effectively. if I could be assured that the 
inflationary pressures that have been such a problem 
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"would disappear, I am confident that our unit 

costs of transportation would be reduced, but, frankly, 

I do not look for these pressures to disappear. What 

I envisage is that in the next ten years, unit costs 

of transportation ee ASE eee but not at the rate 

of the last ten years. 

(Vol. 109 —~ 18221). 

Mr. Emerson then reviewed some specific areas in which 
he expected further progress. These include: maintenance practices 
for diesel locomotives; development of new techniques for planning 
a better distribution of freight car equipment; analyses to 
determine the economic replacement of freight equipment; use of radio 
in terminals; the further installation of centralized traffic control 
on territories where it can be economically justified; further 
improvements in the efficiency of yard operations; new developments 
which offer possibilities for reducing road maintenance expenses, 
and the future uses of integrated data processing. Mr. Emerson 
also described the functions of the Research Department, which he 
said “is available for and is continually engaged in the investig- 
ation of various transportation problems" (Vol. 109 - 18230). Mr. 


Emerson's overall assessment was "we have by no means exhausted 


the potentialities" (Vol, 110 - 18338). 


The railway industry is not an exception in having problems 
to deal with. Mr. A.L. Fairley, President of Dominion Steel and Coal 
Corporation and its subsidiary companies, agreed that it is not 
unusual for a company to have problems and that that is what management 


is for ~ to work at them and to solve them (Vol. 90 — 15437). 


The approach of Canadian Pacific management to the solution 
of its problems was indicated by Mr. Emerson: 


"We are always endeavouring to take advantage of 
new scientific and technological developments but 
we are careful to test ideas on the ground and to 
listen attentively to the man with a background of 
experience in the maintenance and operation of our 
own railway." 

(Vol. 109 — 18221). 


Some people apparently influenced by figures of intercity 


ton miles, have concluded somewhat too hastily that railways are a 
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declining industry. The comparison generally made is that of the 
percentage of intercity ton miles in Canada carried by rail in 1947 
as against 1958, This shows that the rail proportion dropped from 
712.9% in 1947 to 52.3% in 1958. 


In 1947 the distribution of freight traffic was still 
influenced by wartime measures and the rail proportion was sub- 
stantially higher than in pre-war years. In 1939, rail traffic 
accounted for only 59.6% of total and in 1938 the percentage 


was still lower -~ 54.7%. 


In recent years, the development of pipe lines, which 
move commodities not previously moved in such large volumes in 
Canada, has been responsible for much of the reduction in the 
rail proportion. It is interesting to Hote that rail in 1958 
accounted for 60.4% of intercity ton miles in Canada, excluding 
pipe line traffic. This is in excess of the rail proportion in 


the years immediately preceding World War I!. 


It is clear that railways in Canada are growing, but at 
a declining rate. This assessment was agreed to by the witness 
for the Province of Ontario: 


"Mr. Sinclair: I think what I pointed out to 
you was: 


'The detail proofs of the statement that 

the railways are about forty years away 

from their peak of influence and are now 

a declining industry are given in Appendix 2 a 


What you mean by that, I take it, is merely 
what I said, that they are an expanding industry 
but at a declining rate of growth? 


Mr. McDougall: A declining rate of growth 
and declining in relation to the growth of 
population as well." 

(Vol. 42 - 7182) 


The Province of Quebec reached the following conclusions: 


"(1) The Canadian transportation industry as a whole 
is a growth industry,not a declining industry. 


(2) The fact that the transportation industry is 
growing less rapidly than the Canadian economy as a 
whole is a good, and not a bad thing for Canada, as 
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"long as the industry is providing effictent and low 
cost services. The result is a freeing of resources 

jn the economy which can be devoted to other productive 
pursuits. 


(3) The case for policy recommendations to rush to 

the rescue of the transportation jindustry on the grounds 
that the industry as a whole is a declining one is not 
justified by the facts. 


(4) On the contrary, the facts and analyses support 
policies which are directed towards helping the trans= 
portation industry to make even greater progress in 

the future of the type it has been making in the past.” 
(Vol. 124 = 20570) 


In speaking of the Canadian transportation industry, 
Quebec had railway transportation very much in mind, Professor 
Yves Dube, Chairman of the Department of Economics at Laval 
University and one of the witmesses for the Province of Quebec, said: 


"Mr, Sinclair: Now, just one final point and that 
is this: from your study and your knowledge of 
Canada would you agree that ratiway transportation 
is not a declining industry in Camada? 


Prof. Dube: Well, that is what we have been trying 
to prove in this section, 


Mr. Sinclair; I recognize that. You as a Canadian 
and close to the Canadian scene are not one or those 
who look upon the railway industry as decadent or 

im decline? 


Prof. Dube: Ne, sir, I think we have more development 
to come in the field of railroad transportation in 
Canada and in the Province of Quebec." 

(Vol. 126 = 20980) 


Dr. Williams, the witness for Maniteba/Alberta described 
the economic advantages of railway technology im the following terms: 


"pr, Williams: Well, by comparison with other forms of 
transportation I think those advantages would fall into 
two maim heads. One is the economy of line haul 
transportation which the ratlroad ie capable of 
achieving and exceeds, generally speaking, any form of 
inland transportation that we have with the exception of 
water transportation where we have available natural 
waterway conditions that make it possible for effective 
large scale navigation to be provided at a limited 
amount of expense, In the improvement of the waterway 
itself and with the exception of relatively large diameter 
pipelines, the railroads’ economy is very largely to be 
found in the line haul operation, and it is naturally 
enhanced when the railroad has available for handling 
large volumes of traffic and is capable of giving full 
effect to that line haul economy through movement in 
quite heavy trainm loads. 
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246, 
"The second advantage of the railroad, I think, is 
its adaptability. 
Water transportation, in many instances, and pipeline 
transportation are much more specialized instruments 
that are generally most adaptable to the movement of 
certain bulk commodities in large lots. 
Our success in using water transportation for the 
package movement of general cargoes in competition 
with a railroad system on the whole has not been very 
satisfactory, although it is conceivable that in some 
applications we may make it so by the use of con- 
tainerization. But I think it is the wide range of 
capability in the railroad that I would put as its 
second large advantage." 
(Vol. 102 ~ 17063/5) 

These fundamental characteristics of railway transportation 
ensure that railways will continue to be the basic form of land 
transportation in Canada. Mr. Crump said: 

"Notwithstanding the introduction and expansion 

of newer forms of transport during the past twenty 

years, railways now and in the foreseeable future, 

will continue to be the foundation of the nation's 

transportation system providing the most economical 
method of moving the major portion of the country's 
freight traffic." 

(Vol. 26 - 3763) 

There were some who appeared before the Commission proposing 
that Canadian National and Canadian Pacific achieve efficiencies 
and economies through co-operative measures. This evidence brought 


into consideration the Canadian National - Canadian Pacific Act, 1933. 


The position of Canadian Pacific with respect to this 
statute was explained by Mr. Emerson (Vol. 109 - 18232/5). In effect, 
Canadian Pacific said that the Canadian National - Canadian Pacific 
Act was passed following recommendations of the Duff Royal Commission 
to remedy what it considered to be: overdevelopment of the railways 
beyond the then immediate needs of the country; aggressive and 
uncontrolled competition between the railways; and the trade depression 


which had greatly reduced the freight traffic offering. 


These conditions have changed. The Turgeon Royal Commission 


pointed out: 
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"7, There is always some danger of short-sighted 
economies. Lines which it was once thought prudent 
to abandon have since been justified by increases in 
the volume of traffic; and the growth of population 
has made some measures of co-operation unnecessary. 
In such questions no judgment can be infallible and 
the best decision is probably that reached by 
experienced railway officials." 

(Turgeon Commission Report p. 223) 


Mr. Emerson pointed out that a joint committee of 
Canadian Pacific and Canadian National has been established te 
consider passenger services. He said: 


"A program of discontinuing passenger trains on one 
railway and leaving service to the other where it is 

the dominant carrier and has a possibility of becoming 
an economic rail carrier of passengers between jointly 
served cities, has been under active study. For example, 
Canadian National is the dominant passenger carrier 
between Winnipeg-Saskatoon-Edmonton, Canadian Pacific 
discontinued passenger train operation between these 
points." 

(Vol. 109 - 18234) 


The position of Canadian Pacific with respect to 
branch lines is comparable. Where parallel. lines exist, whether 
owned by one company or different companies and each line is 
uneconomic, and the withdrawal of one of the two lines would make 
the remaining line economic, then it is the view of Canadian 


Pacific that this should be pursued. 


Mr. Emerson said: 


"Canadian National and Canadian Pacific conduct joint 
studies as to the possible elimination of uneconomic 
branch lines in circumstances where one railway has 

or has a possibility of having an economic branch line 
serving the same general area. The first step in this 
program was taken last year and the cases have been 
presented to the Board of Transport Commissioners and 
are awaiting judgment. In this way, the application 
of the dominant theory of passenger train service is 
applied to freight traffic and still enables the 
railways to compete economically and provide the 
benefits of rail competitive service to the shipping 
public." 

(Vol. 109 ~ 18235) 


Mr. Emerson also indicated other fields in which joint 
committees of the railways have been working to their mutual 
advantage, as, for example: joint switching; in the preparation 


of joint specifications for various types of freight equipment; 
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and the communications field (Vol. 109 - 1823324).As the Commission 


knows, the railways are also conducting joint research projects. 


Mr. Emerson indicated that a joint purchasing department 
for the two railways with a view to ironing out the peaks and 
valleys in the orders for cars, while it might be desirable from 
the standpoint of the car manufacturers, would not be of any 
particular benefit to the railways who ae ae every business 
enterprise, relate their expenditures to their income (Vol, 115 = 


18979). 


During the cross-examination of Mr. Emerson by Mr. 
Mauro, counsel for Manitoba, questions were raised as to action 
taken by the Canadian Pacific on a number of projects referred 
to by the Turgeon Commission. The matter was left over for Mr. 
Emerson to consider it and to make a report. His report is 
set out in Vol. 131 - 22477/80. Mr. Emerson summed it up 
this way: 


"The foregoing will illustrate that many of the 
possibilities of joint co-operative measures which 
were considered under the C.N.-C.P. Act have been 
dealt with in the course of normal business by the 
two companies during the post-war period, that many 
items not previously considered have also been dealt 
with, and that this is a continuing process in the 
day to day operation of both railways." 

(Vol. 131 - 22479/80) 


The position of Canadian National on this subject is 
substantially the same as that of Canadian Pacific. Mr. Dingle 
said: 


"T think that significant action has been taken 
in this connection by the two railroads, partic- 
ularly in the recent past, and is presently 
being taken, to indicate their earnestness to 
co-operate together in their own interest, and 
that of the public, to achieve more economic 
operation..." 

(Vol. 112 - 18648) 


"I think it is much preferable to proceed in 
this manner rather than by legislation directed 
at forcing the railways to co-operate at the 
direction of some body, such as the Board." 
(Vol. 112 - 18649/50). 


7 ee 
ye cient v : 
peat (eetbSBl~ & 
a ie oLiaed 
m4 eats aq. snneers #240 


r) ” 


“a Da OW ghee 
| Prantagend gtendom ? takot * sand 


avi 
i @¥neq ee 200 auhoork a3 wale a eh 


5 oid 


eee 
< S 
cy a mo1t eldatiaeh of agtu st ofine Penk: 


«aa. toa wd don bivow ere Tws: othene 20, oda te te bob 


‘A 
a = 


» , P 7 . eS 
itend yueve esi! ,3num ov ayewitas oct? of +h Soot : 
haben ‘ | to. ose 
Sir fev) ‘oOal zieds oo eon thesqne tiled orator eakeg 
| ) “ , 


| . be | 
® 
e- 


» ‘ be Toren (Me Ke-sBeoto okt wa ‘t ‘tea ote 
” iy =] Aj 


Me “Al 
col2 oa oa 4 ’ otiettsenp .adotieasé tot Lesage 
mvs @ #0 oft=ioad aelbaradD odd 
: , . i es ® : - ¢ 
7: lolesinnicd acegilT off 
' 
7 
; ¢ steam of bane 32 tebiagces oF 
) a Se peo: - (8fL Lov a2 
1 
, 
‘ 4 t - = | 4 i a. i J on Be oF S" > i : i ' Lael " 
p - P 7 7 
ries . ciet 20 aeterli ids asgOg.” 
ee ee 4+ ugd5au bey ranos orer 5 
d Lamu bo oetduco ad¥é al. dvie + faeh e 
t taew+ Jac it yofitud se lnaqmos i 
blanon yievertvete tou siete 
3 ) . & @f sia? gan? Baa aw 
:7 cd to mokievedo yeah oF Yao ~ 
(OB\GVESE ~ LEE L0F) 
; Esa) az) 3 m;wrtieodg edt 
+ e ~ e) 
iy su 10) Sans enn" Ys Latene 
j = . rag 
a | 
' 
| 4 td tama tt gia sat? 
7 A r 9 Da SAN LoD 
PF bet $i 3 aes eddy as 
ya } 
4 9 2346 = ,. @2 b my 


‘ Pid ‘ 
rof Bwo salen 4 tet 3 s) 


| hesesotd a7 aida ne tered Hove eh a 
sfoerl) noitalaigel we aeag  wediat Got : 
efi 38 otsreqo-09 of eyze liad age nee 
| “ btaol af? oa coum ¥ @ oe TSE D 
54s ‘ of C\CRORS «Ree 
> . 


249, 


Before the Turgeon Royal Commission, it had been urged 
that in general revenue cases, the Board should not grant 
increases in rates until the railways had affirmatively 
shown that all possible economies under the Canadian National - 
Canadian Pacific Act had been effected. With respect to this, 
the Turgeon Commission said: 
"The suggestion that the Board, in 
revenue cases, should require the 
railways to show that they have neglected 
no possible economy under the Act seems 
unworkable. It would require the rail- 
ways to prove a negative and would lend 
itself to obstruction." 
(Turgeon Royal Commission, p. 223) 
It is the submission of Canadian Pacific that 
compulsory co-operation is unworkable and that it would 
involve the substitution of a regulatory body for the manage- 
ment of the railways. This is because in-the final analysis, 
it would be the decision of the regulatory body as to whether 


any proposed co-operation should be proceeded with. This 


is contrary to efficient railway management. 


The suggestion that the Canadian National - 
Canadian Pacific Act should be amended in some way so as to 
provide compulsory co-operation by statute with overriding 
authority in some regulatory body to supervise such compulsory 
co-operation is one step short of nationalization and detri- 
mental to the public interest. As stated earlier in this 
summation (page 3) with few exceptions, all parties 
appearing before the Commission expressed themselves as 
in favour of maintaining Canadian Pacific as a competitive 


private rail enterprise. 
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VI —- OTHER INCOME 


The fourth specific directive to the Commission required it 


to consider and report upon: 
"(d) whether, and to what extent, the Railway Act 
should specify what assets and earnings of railway. 
companies in businesses and investments other than 
railways should be taken into account in establishing 
freight rates;" 
It should be noted that this directive asks two questions: 


"Should the Railway Act specify the assets and earnings?" and "What 


assets and earnings should. be specified?" 


Basically, the position of Canadian Pacific is that rail 
transportation should stand on its own feet, and that income or losses 
from operations extraneous to rail are irrelevant in establishing freight 
rates. This has been the position of all tribunals which have consider- 


ed the question. 


In the Eastern Tolls Case (1916) 22 C.R.C. 4, the Chief 
Commissioner, Sir Henry L. Drayton K.C., said at page 26; 

"Some shippers have claimed that, with the Canadian 

Pacific still making a proper and sufficient return, 

no increase in rates can be justified. 

"As it occurs to me, the mere fact that the Canadian 

Pacific, as a result in part, as it may be, of its 

steamship operations, pays a good return to its 

shareholders, raises no argument one way or the other 

as to the reasonableness of freight rates in a given 

territory in which that company operates." 

And further at page 33, the Chief Commissioner said: 

"The Board can, of course, give no considerations 

in the present case to these outside investments 

(of the Grand Trunk Railway) as having any bearing 

on the question of what freight rates ought to be." 

The Drayton Acworth Railway Inquiry Commission in its 
report of 1917 tested the financial health of major Canadian railways 
by computing the return represented by net rail earnings on rail- 


way property investment. (Page XIII of the Report). 


The Duff Royal Commission said: 
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"It would appear that, at the moment, any adjustment 

of the freight tolls and tariffs would be inadvisable, 
but we feel it our duty before passing from this question, 
to express the view that even under more favourable 
circumstances the financial position of the railways 
may be such as to demand that the whole question of 
tariffs and tolls, in its widest sense, should be the 
subject of special investigation, with a view to deter- 
mining whether or not the existing tariffs and tolls 
charged for the conveyance of freight are just and 
reasonable both to the railways and their customers, 

In determining what is fair and reasonable to the 
railways regard should be had inter alia to the cost 
(including the remuneration of the capital invested) 

of providing these services," 

(Duff Report, page 60). 


In the post-war general revenue cases, the Board maintained 
the same position with regard to the exclusion of other income in 


rate determination. 


In the 21% Case, Chief Commissioner Cross said: 


"If the income from profitable outside investments 
is to be used to reduce what wuld otherwise be 
just and reasonable rates, then it may well be 
argued that if net losses were made in any such 
undertakings the users of the railway transport- 
ation services might be called upon to pay higher 
rates to recoup such losses. This would be a 
highly undesirable situation. 


"It seems to me that neither the profits nor the 
losses on other outside investments should be 
taken into account in fixing just and reasonable 
trausportation rates, 


"Moreover, there are operating in Canada railways 
other than the Canadian Pacific Railway Company 
and Canadian National Railways which are subject 
to the jurisdiction of this Board. These other 
railways are interested in the present applic= 
ation. It would be most unfair to fix just and 
reasonable rates for other railways on the basis 
of whatever ‘Other Income’ the Canadian Pacific 
Railway or the Canadiau National Railways may 
obtain from sources othcr than railway operation." 
(Re General Increase in Freight Rates (1948) 62 


Petco at poo. oe 

One of the recommendations of the Turgeon Royal Commis- 
sion (which, it will be recalled, was directed to report upon, amongst 
other things, the segregation of assets, revenues and other income as 
between rail and non-rail) was that the Railway Act be amended so that 
the Board of Transport Commissioners; 

"be empowered and directed to prescribe aS S00nD as 

practicable a uniform classification and system of 

accounts and reports for rail items for the Canadian 


National and Canadian Pacific railways. Such class- 
ification and system of accounts and reports to 
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"distinguish clearly between rail and non-rail 
items," 


(Turgeon Report, p. 218) 

Following this recommendation, Section 387 was added to 
the Railway Act in 1951. This section required the Board to pre- 
scribe for Canadian National and Canadian Pacific a uniform classi- 
fication and system of accounts and returns: of their assets, 
liabilities, revenues and working expenditure that relate to railway 
operations, and (subsection (3)) to "prescribe the items that shall 
be classed as items relating to railway operations in the accounts 


and returns". 


The Board of Transport Commissioners after what it des- 
cribed as "three years of arduous collaborative effort” prescribed 
a uniform classification of accounts for eres 1 railroads, effective 
January 1, 1956. Under this uniform classification, a separation of 


assets and earnings as between rail andnon-rail is made. 


The Board prescribed that not only railway operations 
should be taken into account in the determination of freight rates, 
but also express service, communications services and highway 


transport (rail). 


As stated pparLenely: it is Canadian Pacific's position 
that non-rail investments and earnings should not be Capen into account 
in establishing freight rates. There are substantial reasons for this 
position which may be better understood if a description of the non- 


{ 


rail assets and earnings of Canadian Pacific is given. 


Broadly speaking, these may be divided into three classes: 
(a) Investments in properties; 
(b) Investments in securities; and 


(c) Land holdings. 


Investments in properties include steamships, aircraft, 
hotels and other buildings. The Company has owned and operated 
hotels for many years. These hotels are located in principal Canadian 


cities and at mountain and seaside resorts. Canadian Pacific was 
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authorized by its Charter to operate steamships and entered into 

this business and has operated ships from the early stages. The first 
line operated was on the Great Lakes, this service being commenced 

in 1884. In the 1890's, the Company acquired steamships for operation 
on the Pacific and in 1909 acquired control of the Allan Line with 
operations on the Atlantic. Currently, ocean steamship operations are 
conducted between Canada, the United Kingdom ae continental Europe. 
For many years the Company has operated vessels on the B.C. coast. 

The Great Lakes service has been continued to the present day and 


in addition, the Company operates a vessel on the Bay of Fundy. 


It is quite apparent that these activities are distinct 
from railway operations. Investment in these activities has 
been changed from time to time over the years as changing conditions 
indicate. For instance, ocean steamships are now conducted only 
on the Atlantic, whereas formerly these activities were conducted on 
both the Atlantic and the Pacific. Some of the city and resort 


hotels have been disposed of, as well as investments in other buildings. 


To include non-rail properties in rail would mean that 
railway freight rates would be set on the basis of earnings from 
operations distinct from rail operations and this would be unfair to 
the railways in Canada which have no non-rail operations and also 
to competing transportation media since the level of railway rates 


is an important factor in competition. 


Furthermore, the earnings from these operations are 
directly affected by changes in economic conditions in some instances 
in countries other than Canada. There were years in which they 
provided substantial net earnings but in other years, losses were 
incurred. The inclusion of extraneous operations, the earnings of 
which fluctuate widely, would seriously impede the implementation by the 


regulatory body of stable rate-making policies. 
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If in establishing freight rates regard is to be given to 
income received from these activities, it must follow that freight 
shippers through freight rates will be obliged to make up losses in 
these activities for the years in which they are incurred. This is the 
situation which in 1948 Chief Commissioner Cross described as highly 


undesirable, 


Canadian Pacific has made investments in various types of 
securities since the early days of the Company. The most important of 
these investments are; a controlling interest in Consolidated Mining 
and Smelting Company of Canada; investments in companies operating 
some 4800 miles of railway in the United States; an airline company 
operating certain international and domestic services; and trucking 
companies operating across Canada. Some of these investments have 
produced good returns and others have been upremunerative, The only 
security investment income that has been significant in relation to 
total corporate income has been that in Smelters, Yet at the time the 
original investment in Smelters was made, the prospects were not fore~- 
seen as being unusual and the amount invested was small. While in 
certain years large amounts were received in dividends, the income of 
Smelters has not been stable by any means since its formation in 1906, 
Cash flow has not always been towards Canadian Pacific. In 1919, 
owing to financial needs of Smelters, Canadian Pacific advanced 
$2.7 million receiving therefor convertible bonds, and in a number of 


years no dividends were received. 


These investments are no more related to rail operations 
in Canada than the first class of investments discussed, The reasons 
given above for not having regard to income from the first class of 
investments in establishing freight rates apply equally te the income 


from investments in securities. 


In discussing the first class of investments it was pointed 
out that if income from such activities were to be taken into account, 
then any losses they incur should also be taken into account. In 
the case of investments from which Canadian Pacific receives only 
dividends or interest, there is no corporate obligation on Canadian 


Pacific to make up their operating losses but additional capital may 


ae. woquot qe wan 
Peas Ee, . : aay NA aot 
tint wlan hormone oe ante: ‘ahi ab x 


ie Atyid, A irockh naw pala, ‘waokwnd ag 


f oe roe) be | 


.¢ 


Me 


hp Mp : : ; iy ac ' a Why. ; ea Me 

Mf i im ; ‘ Le “i ts : Beret 
Re aeaggad pod evoat Cree aave ‘olan me ‘ol o 
_ ‘ © ows , iad it, ks 


to veer doud* Peau ant ove ad to: taenty ‘nee a7 


*eowy bap] hoe) OMe St Oeecrg 7. Werweg 2. ons i bene 40 me “wolte.% 
= . . vo wn a4 ? Ba 
' ~~ } ? z IRD C2 ip a Reni tye st a jaa: y to eet s 


. + 
™ atin Bi i ect epi « 
wf * sath \ v4 F arp = t\ 


YRikguer que tehe’ pl peeress sssaalr ia bik Nees ches, Re outa 


¥ al 
whe oe oh epivive obfvemeh baw Tanaks a Re ae fase 


on ee . Sheek gawd) ee ae 0 ReaD. Pa RD as sarah oe 
iis , } ! | hi ‘ j ey ia ‘ah wy 1” “Me 
wii p N43 A coorl | Sith aah ab wre ie 
i aoe a ny) Sw J hd i Noite 
¥ . ‘ j a *. 7) 
YQ 7. , eri iaogte deat wad 2xi9 man AL. we ratty BOVE A 
ww id - i i " Nae : oa At P x ly hy a 
ie x tip re en sei 4 pd! ee ert et orang 
Td ‘ ; ye 5 


, a } x i : ; y ive ee i 1 
a) oo MT Awe ‘Be oma Aer Rio hee. A So “snoatmovak 3 
ae q OP hs De ut ‘ i, 


{ Sor bet Bayni ) i ‘ sa sa i25 A pee ‘pat 


4 
' . j ( 7 , ey 2) a + Ow + ate 
rt Da hh Ph Ki i i | t 4 iy 4 id dnd ib & x { Soa : f 
eu / ! Dore. 44 


i (hhewe? eh Lowo? head arawlt Form’ 


ethenaD | weed Lewes te eheed).£ ako inh i 


q 


¥ 
p 


i 
+? 


° ' 8 4 ‘ +e Ay ei) oH. s <P 2 Ae Yarra ve iv §i t : 


f i ‘ ‘ 
; HSV Oe (Aes we eek |-Fo aRe ee POURS ene a 


s q + 
; : ' ' , nS oF WSEQOT BPeAV ne son ; 
5 i ae 
. 
# ya . 
\y 1 eo maT ; , ite oa Peak ae ped iat as 


A, : Py 4 ¥ ‘ 
; | didi Yeswaor ex. 


| oa ; ih ro A ; me 
e. ; aay be a ky 
 ) Badditen eaw 2) alaoumtae vy Fila Beale, sesh hanes Pree 

. P ha F 

7 } 


I icucooe ofat sedet thot ere neds syi2 94 a9 
ri »feuooee OF er wh | od spans 

ay Deity ay Ph iy 
‘no “A hay gaa ou ae 


ae. A 
‘ 


neiboas> ei: soar rath 97 1OG0 "1 D ow! 


255. 


have to be advanced. On the other hand, taking into account only 
income received as dividends and interest, but not taking into 
account capital losses of the past or the future arising from 


investment in corporate securities would be inequitable. 


The third class to which reference has been made is that 
of land holdings. Canadian Pacific's land holdings may be divided 
into three groups: 

those acquired directly by purchase or indirectly 
as a result of the acquisition of control of other 
companies which have received land grants; 

- those acquired under the provisions of the general 
Railway Subsidies Act applicable to all railway 
companies; and 

~- those acquired under the terms of the contract 
with the Government of Canada dated October 21, 


1880. 


With respect to the first group, the reasons indicated 
above as to income from investments in properties or securities 
apply equally to the income now being received by Canadian Pacific 
from these lands, With respect to the second group, no obligations 
were imposed on railways receiving these other than the obligation 
to construct the line within a specified time to specifications 
laid down by the Government. It is sometimes suggested, however, 


that other considerations apply to the third group. 


In order to understand the provisions of the contract 
for the building of the Canadian Pacific railway, it is necessary 


to consider the events which preceded it. 


The British North America Act, 1867, provided by section 
146 for the subsequent incorporation into the Union of "Rupert's 
Land and the Northwestern Territory", in addition to Newfoundland, 
Prince Edward Island and British Columbia. By the Rupert's Land 
Act, 1868, (31-32 Victoria, Chapter 105) the way was paved by the 


Imperial Parliament for the surrender of the authority of the 
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Hudson's Bay Company over Rupert's Land, Finally, in 1870, upon 
addresses from the Houses of Parliament of Canada, an Order-in- 
Council was issued by Her Majesty admitting Rupert's Land and 

the North-Western Territory into the Dominion of Canada. In its 
addresses the Canadian Parliament made it clear that it intended 
by the establishment of stable government in these territories to 
promote their colonization and to extend commercial intercourse 


with the other British possessions in North America. 


In 1871, upon addresses from the Houses of Parliament 
of Canada, an Order-in-Council was issued by Her Majesty admitting 
British Columbia into the Dominion of Canada. By the terms of 
Union with British Columbia, the Government of the Dominion under- 
took to secure the construction of a railway which would connect 
the seaboard of British Columbia with the railway system of Canada, 
such railway to be completed within ten years from the date of Union. 
Thus from 1871 on, the Dominion had another reason to encourage the 
construction of a railway through the North-Western Territory but 


the railway must now be constructed right to the Pacific. 


It was Parliament’s intention in 187] that the railway 
should be constructed and worked by private enterprise and not by 
the Government but that the Government should give assistance in 


the form of land and money. 


The first general statute regarding the Canadian Pacific 
railwav was enacted in 1872 (Statutes of Canada (1872) Chapter 71). 
This statute provided for a land grant of 50 million acres and 
a cash grant of $30 million. Pursuant to this Act, the Inter- 
Oceanic Railway Company of Canada and the Canada Pacific Railway 
Company were incorporated the same year. The Government attempted 
to induce these companies to unite, but they refused to do so and 
a contract for the construction of the railway was not entered into 
with either of them. Instead, in 1873 a charter was granted to 
another company called "The Canadian Pacific Railway Company". 
This company, however, failed to raise the necessary private capital 


and its charter was surrendered, 
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In 1874 a second general statute regarding the Canadian 
Pacific Railway was enacted (Statutes of Canada (1874) Chapter 14) 
providing a land grant of 20,000 acres per mill and a cash grant of at 
least $10,000 per mile. It recited the failure of the 1872 Act to in- 
duce private interests to undertake the construction of the railway and 
went on to provide for the construction of the railway either by 
private enterprise or as a public work of the Dominion, Under the 
terms of this Act in 1875 yet another company was incorporated, but 
once again, the attempt to get the railway constructed came to 
nothing because of the failure to raise the necessary private 


capital. 


British Columbia complained to the British Government 
of the Dominion Government's delay in commencing the cons truction 
of a railway to the seaboard of British Columbia as provided by 
the Terms of Union, Lord Carnarvon, the Colonial Secretary, was 
appointed to settle the dispute and recommended, among other things, 
that the date for the completion of that railway should be extended 


from 1881 to the end of 1890, 


Unable to interest capitalists in either the United 
States or &ngland, the Government of Canada commenced the construction 


of certain sections of the railway as government Works . 


Finally, in September, 1880, after several months during 
which the Railway syndicate was asking for more cash and less 
land in the Government grant, the Government was successful in 
reaching an agreement with George Stephen and asseciates as to 
terms upon which they were prepared to construct a xvailway to the 
Pacific and the contract with George Stephen and his associates 


was executed on October 21, 1880, 


These events leading up to the contract of October 21, 
1880, were described by Viscount Simon, giving the judgment of 


their Lordships in Attorney General for Saskatchewan v. Canadian 
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Pacific Railway Company (1953) A.C. 594 at 611, where he said 
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"The project of a trans-continental railway which 
would connect the Pacific coast with the railways 
in the east of Canada had long been in the minds 

of Canadian statesmen, and more than one effort 

had been made to realize the project and attract 
finance for such a railway. If it could be created, 
it would not only contribute to the development of 
trade, but would bind all parts of the Canadian 
continent together. But in order that the project 
should be achieved by creating a company, it was 
necessary to offer investors terms which would attract their 
support for a railway which would have to traverse 
immense areas of wild and thinly populated country, 
and would involve the carrying of its track by 
steep gradients over the Rocky Mountains, I was 
among the terms and conditions insisted upon Dy 
British Columbia for its admission into the Union 
that the Government of the Dominion should assune 
‘the obligation of causing a railway to be con 
structed, connecting the seaboard of Biritish Columbia 
with the railway system of Canada’. «See first 
recital in the preamble of the Canadian Pacicie 
Railway Act, 1881). Clause 16 of the contract, 
which was ratified by that Act, was one of the induce- 
ments, and other clauses of the contract provided 
that the Government of the Dominion shold malsea a 
grant to the company of the lands required for the 
roadbed and the other sites necessary for the con- 
venient and effective construction and working of 
the railway, that materials of construction should 
be admitted free of duty, and. that there should be 
granted to the company blocks of land on each side 
of the railway, which would, of course, Increase in 
value when the railway was made and worked," 


The contract having been made, it then hecamea necessary 
to approve and ratify it by statute and to arrange for the 
incorporation of the Company to carry 1% out. This was done by 
Statutes of Canada (1881) 44 Victoria, Chapter 1. ‘The contract 
of October 21,. 1880, is a schedule to the Act. Scheduled to the 
contract itself is a form of act of incorporation used as the 
model on which the Letters Patent incorporating Canadian Pacific 
were patterned. The Letters Patent themselves were issued under 
the Great Seal of Canada on February 16, 1881, the day following 


the assent to 44 Victoria, Chapter 1. 


Section 3 of the Act of 188] provides in pax. as follows: 


"Upon the organization of the said Company, and the 
deposit by them, with the Government, of one miliion 
dollars in cash or securities approved by the Covern- 
ment, for the purpose in the said contract provided, 
and in consideration of the completion and. perpetual 
and efficient operation of the raiiway by the said 
Company, as stipulated in the said contract, 

the Government may grant to the Company a subsidy 
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"of twenty-five million dollars in money, and 
twenty-five million acres of land, to be paid and 
conveyed to the Company in the manner and 
proportions, and upon the terms and conditions 
agreed upon in the said contract, and may also 
grant to the Company the land for right of 

way, stations and other purposes, and such 

other privileges as are provided for in the 

said contract." 

It is to be noted that the transfer of the subsidy 
of money and lands is to be by way of "grant" and that it is 
in consideration of “the completion and perpetual and efficient 
operation of the railway by the said Company as stipulated in 
the said contract". The exact nature and extent of the con- 


sideration flowing from the Company to the Government is there- 


fore to be determined by an examination of the contract. 


There is nothing in the language of the Act which 
in any way limits the broad word "orpant' in relation to the 
subsidy and unless one finds clearly expressed in the contract 
some words of timitation or the imposition of a trust, one 
cannot import any intention to Limit the normally broad meaning 


of the word "grant". 


Section 6 of the Act provides that the Government 


shall take security for the continuous operation of the railway 


259. 


for ten years subsequent to the completion in the manner provided 


by the contract. It may be noted here that by clause 7 of the 


contract the Company agrees to maintain, work and run the railway 


forever and that under Section 6 of the Act, the security is 


limited to a period of ten years. 


Clause 2 of the contract requires the contractors 
to deposit with the Government $1 million as security for 
the construction of the railway contracted for, which sum is 
to be returned to the Company on completion of the railway. 


This is in accordance with Section 3 of the Act. 


Clause 7 of the contract is complementary to Section 5 


of the Act and provides that upon completion, the railway including 
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the portions constructed by the Government "shall become and be 
thereafter the absolute property of the Company". This clause also 
provides for the operation of the railway by the Company in perpetuity 
as follows: 

". . ,. and the Company shall thereafter and 

forever efficiently maintain, work and 

run the Canadian Pacific Railway." 

Clause 9 of the contract contains the Government's 
agreement to grant to the Company a subsidy in money and land, 
This agreement is "in consideration of the premises" that is: in 
consideration of the contractors! obligation to give security; con- 
struct the railway in accordance with the standards laid down in Clauses 
3 and 4; pay for the portion of the railway 100 miles in length extend- 
ing from the City of Winnipeg westward; equip the Government | 
portions as provided in Clause 8; and assume the obligation contained 


in Clause 7 to maintain, work and run the railway in perpetuity. 


The Company in consideration of the grants made agreed 
that "the construction of the Canadian Pacific Railway shall be 
completed and the same shall be equipped, maintained and operated". 
The Company was entitled to proportionate payments in cash and 
proporticnate grants of land as construction proceeded, subject to 
a portion of the subsidy being retained by the Government as provided 
in Clauses 17 and 20 of the contract as security "for the due perfor- 
mance of the present contract jn respect of the maintenance and con= 
tinuous working of the railway by the Company, 4s herein agreed, 
for ten years after the completion thereof." This is in accordance 


with Section 6 of the Act. 


The grants of land and cash to the Company were in 
consideration of the obligations undertaken by it under the contract. 
As construction proceeded, the Company became entitled to the cash 
and land, which were transferred to it and the Company became the 
absolute owner thereof with an unencumbered title. The subsidies 
were transferred to the Company by "grant" and no conditions were 


attached. 
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By Section 30 of the Letters Patent (i.e. the schedule 
referred to in the contract), the Company was given power to 
issue Mortgage Bonds to the extent of $25,000,000 upon the lands 
granted, and it was stated that the bonds would constitute a first 
mortgage upon the lands. This clearly shows that it was the 
intention of the contract that the Company should have a clear and 
unencumbered title to the lands. Acting under the powers so 


granted, the Company issued Mortgage Bonds secured on the lands. 


It will be noted that Clause 9 of the 1880 contract con- 
tains no provision which makes the grants of land and cash when 
received by the Company subject to a charge in favour of the cost 
of operation and maintenance of the railway. Part of the grant was held 
back as security for the due operation of the railway for ten years. 
That was the only condition which Canadian Pacific was required to 


fulfil to obtain clear title to the part of the grant so retained. 


The agreement to operate the railway in perpetuity will 
always be binding upon the Company. If the Company were to default 
on this obligation, the Government would have a remedy for this 
default, and all assets of the Company would be attachable to 
satisfy any judgment which might be obtained against it by reason 


of the default. 


The Government policy was to have the railway constructed 
by private enterprise. It was obvious that the risk to 

private capital was great and that the only way in which any private 
group could be persuaded to undertake the work of construction was 
by offering them grants of money and lands to supplement the 


private capital needed. 


The finding of the Duff Commission is of significance: 


"They (Canadian Pacific Railway Company) had honourably 
discharged their original contractual obligations with 
Parliament and the company's lines had played a great 

part in binding together the western and eastern provinces 
of the Dominion." 

(Duff Commission Report, p.12) 
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The Company was free under the contract to do what it 
wished with the land. It was free to sell the lands and distribute 
the proceeds to its shareholders. In fact, the Company sold much of 


the land. 


If legislation were enacted that required income from 
lands or rights still retained by Canadian Pacific to be taken into 
account in fixing freight rates, this would be confiscation of the 
interest in these lands and rights of Canadian Pacific stockholders. 
The stockholders made their investments on the basis that has long 
been recognized namely, that the Company acquired absolute title to 
the lands and rights by discharging its contractual obligations 
which was the finding of the Duff Commission. To provide by legis- 
lation that income from the Company's lands and rights be taken 
into account in fixing the general level of freight rates would be 
a unilateral re-writing of the contract of 1880 and gould be contrary to 
the recognized legal principle that legislation should not affect any 
right acquired under a prior statute. The rights of the stock- 


holders of Canadian Pacific were acquired under the 1881 statute. 


It should be noted that the Board of Transport Commissioners 
in determining the net investment of Canadian Pacific in its rail 
enterprise, made full enquiry into the grants made to Canadian 
Pacific under the 1881 statute and contract to which it referred. 

The Board disposed of the issue of donations and grants in the 
determination of net rail investment for rate making purposes. The 
determination of the amount of net rail investment by the Board has 


never been challenged. 


The conclusions of the Turgeon Commission on the rail = 
non-rail issue were; 


"The two railways and all the Provinces, with 
the exception of the Province of Saskatchewan, 
seem to attach importance to having rail and 
non-rail items segregated on a uniform and 
consistent basis and all the Provinces agreed 
that the Board of Transport Commissioners 

should have the power to determine what items 
shall be classed as rail and what as non-rail." 
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agreement that regulations governing uniform 
accounting, depreciation practices and the 
segregation of rail and non-rail items 

should not be set out in a statute but that 
appropriate power should be conferred on the 
Board of Transport Commissioners, instructing 
it to promulgate the necessary regulations 
and to supervise their execution.” 


(Turgeon Report, page 2165% 

Many of the parties who dealt with the issue of other 
income were of the view that the Board should be left to deal with 
the matter of the segregation of rail and non-rail assets. For 
example, Mr. V.G, Stroud, representing the Canadian Electrical 
Manufacturers Association said: 


"17. "Other Income’. namely income from railway 
capital invested in enterprises other than 
railway transportation, does not belong in 
the freight vate structure. Such investments 
are subject to fluctuations of the market and 
might prove a liability rather than an asset. 

he revenue earned in railway freight operation 
should be the exclusive criterion in the 
establishment of freight rates. 


18. The Board of Transport Commissioners has 
previously ruled that such investments are 
extraneous to freight rates, a position 
which our Association supports." 

(Vol, 44-7489) 


During the examination by Mr. Cumming of Mr. Eric 
Gracey, representing the Cavadian Industrial Traffic League, 
Mr. Gracey said that the League agreed with the position as 
expressed in the judgments of the Board of Transport Commissioners 


and had "no other suggestions" to make (Vol. 52-9700/1). 


This also was the view of Mr. George Paul, represent- 
ing the Canadian Manufacturers Association. Mr. Paul said: 


"A rate level fixed as just and reasonable for 
one company after taking into account a substant- 
jal income from other than railway investments, 
might well be confiscatory for another carrier 
which did not enjoy the receipt of ‘Other Income', 
Furthermore, if income from such outside activities 
were taken into account in determining just and 
reasonable rail rates, the losses experienced in 
connection with such outside activities would, 
consistently, also have to be taken into account, 
which might justify higher yail rates than 
otherwise could be sustained. It is submitted 
that. the position taken in the past by the Board 
of Transport Commissioners with regard to this 
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question would appear to be the most fair one 
yet devised, for all concerned." 
The Province of Ontario supported the view stated by the 


Turgeon Commission referred to above (Vol. 42-7110/1; Vol. 43-7224). 


The Winnipeg Chamber of Commerce took the firm position 
that the Railway Act should specify that non-rail income should 


not be taken into account in establishing freight rates (Vol. 31-4610). 


The effect on other transport media competing with the 
railways was expressed by Mr. Magee, on behalf of the Canadian 
Trucking Associations (Vol. 60-10779/91). The result of taking 
into account income from other than rail assets was described by 
Mr. Magee in this way: 

"Complete chaos in many sections of the trucking 

industry would be the result of such a policy.” 

(Vol. 60-10791) 

It is the submission of the Canadian Pacific that the 
Railway Act should not specify the assets and earnings of railway 
companies which should be classified as rail and non-rail. Canadian 
Pacific agrees with the conclusion of the Turgeon Commission that the 
segregation should be made by the Board. It is the view of Canadian 
Pacific that the Board, which was established and exists for the 
purpose of dealing with railway matters and determining just and 
reasonable rates, is in the best position by far to make such a 


segregation. 


The principle upon which the Board made its segregation 
between rail and non-rail was to class as non-rail the facilities 
which are distinct from those used in Canadian railway transportation 


service. 


There appears to be some misunderstanding with respect to 
trucking revenues of Canadian Pacific and the account that is taken 


of them in rail income. Piggyback revenues come into rail freight 
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265. 
account, whether arising from the movement of trailers owned by 
the Company or outside parties. Many of the trucking routes of 
Canadian pacikic are operated by the Express Company. All Express 
revenues, including revenues from pick-up and delivery contracts for 
the handling of LCL fraffic and highway truck traffic carried in 
Express vehicles, are taken into rail account. The Board of Transport 
Commissioners has been following closely the development of Merchandise 
Services and the integration which is the basis of these services. AS 
the Merchandise Services operating problems are worked out, no doubt 
appropriate amendments and additions to the Uniform Classification of 
Accounts will be made to reflect this new development. This is an 
indication of the flexibility which the present Section 387 of the 
Railway Act permits and which Canadian Pacific believes to be 


essential. 


It is the submission of Canadian Pacific that Section 387 
in placing upon the Board the duty of prescribing the items that 
shall be classed as rail in the railways"-accounts and returns 
is the proper method of dealing with the issue of rail and non- 
rail and it would not be in the public interest to depart from 


that principle. 
VII -—- OTHER MATTERS 


The final specific directive to the Commission required 


it to consider and report upon: 


"(e) such other related matters as the Commissioners 
consider pertinent or relevant to the specific or 
general scope of the inquiry." 


Appeals from the Board to the Governor in Council 
Canadian Pacific submits that Section 53(1) of the 
Railway Act be repealed. This subsection provides as follows: 


"The Governor in Council may at any time, in his 
discretion, either upon petition of any party, 
person or company interested, or of his own motion, 
and without any petition or application, vary or 
rescind any order, decision, rule or regulation 

of the Bard, whether such order or decision is 
made inter partes or otherwise, and whether such 
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"regulation is general or limited in its scope 
and application; and any order that the Governor 
in Council may make with respect thereto is binding 
upon the Board and upon all parties." 
This subsection was first enacted in the Railway Act 


of 1903, when the Board of Railway Commissioners was established 


and the subsection has continued in the Railway Act to this day. 


The Commission will recall that in’ the Railway Act of 
1903 the Board of Railway Commissioners established by that-Act 
took the place of the Railway Committee of the Privy Council, 
which, under previous railway legislation, had acted as the 
administrative body with general jurisdiction over railways. The 
comparable section to Section 53(1) in the earlier legislation 
read as follows: 
"91. Subject to the provisions of section eighteen, 
every decision and order of the Railway Committee 
shall be final: Provided always that either party 
may petition the Governor in Council, and the 
Governor in Council may, in his discretion, rescind, 
change or vary such order as he deems just and 
proper.” 
(Statutes of Canada (1888), Chapter 29, Section 21) 
It is the submission of Canadian Pacific that Section 
53(1) respresents a remnant from the early days of administrative 
policy with respect to railways at the time when railway questions 
were not as technical and complex and when railways had a monopoly 
in land transportation in Canada. It is quite apparent that 3 gives 
the Governor in Council sweeping powers to act not only on the petition 
of any party or person interested, but at its own instance to “vary 
or rescind any order, decision, rule or regulation of the Board". 
It was natural enough that at the time the experiment was being made 
of establishing an administrative tribunal, composed of persons 
appointed to the tribunal, in lieu of the Railway Committee of the 
Privy Council, which consisted of ministers of the Crown, that Parlia- 
ment should have thought it fitting to maintain some continuity 
between the previous system and the new system embodied in the Railway 


Act of 1903. Administrative tribunals consisting of qualified 


personnel appointed for that purpose were an innovation at that time. 
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Today such tribunals represent the accepted policy and practice of 
Governments everywhere and there is general acceptance of the 
principle that specialized and technical matters, such as the proper 
regulation of railways and the determination of matters pertaining 


to railways should be left to such administrative tribunals. 


Repeal of this subsection would not limit either 
parties appearing before the Board or the Government in dealing with 
railway matters that come before the Board of Transport Commissioners, 
This can be gathered from various sections of the Railway Acts 

- Section 53(2) which permits an appeal from the Board to 
the Supreme Court of Canada upon a question of ee 
or a question of jurisdiction, upon leave being obtained 
from a judge of the Supreme Court; — 

- Section 44 which permits the Board, on its own motion or 
upon the application of any party, to state a case in writing 
for the opinion of the Supreme Court of Canada upon any 
question that, in the opinion of the Board, is a question of law 
or of jurisdiction of the Board; 

~ Section 36 which permits the Board of its own motion, or 
at the request of the Minister of Transport, to inquire into, 
hear and determine any matter or thing that under the Railway 
Act it may inquire into, hear and determine upon application 
or complaint; 

~ Section 38 which permits the Governor in Council to refer to 
the Board for a report or other action any question, matter, 
or thing arising or required to be done under the Railway Act, 
or any Special Act relating to any railway company or any 
other Act of the Parliament of Canada; 

-~ Section 43 which entitles the Board if it thinks the public 
interest so requires to apply to the Minister of Justice to 


instruct counsel to conduct or argue any matter in which any 


public interest may be affected, 


These sections are in addition to the full jurisdiction 


given to the Board under various sections of the Railway Act to 
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inquire into, hear and determine a vast number of matters relating 


to the interests of railways and shippers. 


The overall purpose of an act such as the Railway Act 
is to ensure the proper regulation of railways in the interest of 
the public and the railways. It is the submission of Canadian 
Pacific that the due administration of these matters is not improved 
when provision is made in the Act for appeals to be taken to the 
Governor in Council to vary or rescind any order, decision, rule 
Or regulation of the Board. Such a right invites considerations 
which may be far removed from the merits of the determination of any 


particular case. 


The intent of Parliament that the Board's decisions 
should be final subject to an appeal 6 the Supreme Court upon 
questions of law or jurisdiction can be gathered from the fact that, 
by Section 53(9) it is provided that every decision or order of 
the Board is final and shall not be subject to question or review, 
restraint or removal by prohibition, injunction, certiorari or any 
other process or proceeding in any court. “This is the usual provision 
to be found in acts in which an administrative tribunal is given 
jurisdiction over any particular field of activity. Section 53 (9) 
however is prefaced by the words "save as provided in this section", 


which has reference to Section 53(1) and Section Bate yy. 


It is inconsistent with the modern approach to good 
administration by administrative tribunals that their decision should 
be reviewable and subject to variation by another body, except in - 
the case of review by the court of last resort on questions of law or 


jurisdiction. 


It is the submission of Canadian Pacific that Canada has 
reached the state of maturity with respect to the proper administration 
and regulation of railways in which the provisions of Section 53(1) 


Should find no place. 
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It has been indicated that certain of the provinces 
would take a different view from that of Canadian Pacific, but it 
is noteworthy that under the statutes of such provinces constituting 
administrative tribunals, for example, the public utilities acts or 
the conservation acts of Alberta, no appeal is open to a Provincial 


Cabinet. 


The present approach to such matters is apparent from 
the manner in which Parliament dealt with the comparable situation 
when it enacted the National Energy Board Act, Statutes of Canada 
(1959), Chapter 46. By that Act, a Board similar to the Board of 
Transport Commissioners was established under the name of The 
National Energy Board with general jurisdiction over oil and gas pipe 
line companies and companies operating power lines. The Act 1a 
obviously patterned after the Railway Act, but it is very significant 
that no section comparable to Section 53(1) of the Railway Act is 
to be found in the National Energy Board Act. The only section in 
which the action of the Board requires the approval of the Governor 
in Council is Section 44, under which it is provided that the Board 
may, Subject to the approval of the Governor im Council, issue a 
certificate in respect of a pipe line or an jnternational power line. 
The Act provides that no person Can operate a pipe line or an inter= 
national power line unless there is a certificate im force with 
respect to such pipe line or power line (Section 26(1) and Section 
43(1)). These sections are the equivalent of the requirement on 
railways to secure a charter from Parliament before commencing the 


construction of a line of railway. 


When the National Energy Board Act was in committee, 
and the House was considering Section 18(1) which is the same as 
Section 53(2) giving the right of appeal from a decision or order of 
the Board to the Supreme Court of Canada on a question of law or 


jurisdiction, the specific point that there was no clause similar 
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to Section 53(1) was put to the Honourable Mr, Churchill, then 


Minister of Trade and Commerce. Mr. Churchill answered as follows: 


Section 


"We gave very serious consideration to the subject 
matter which the hon, member has drawn to the 
attention of the committee. Our judgment was 
that the way we have set it out in the bill would 
be a satisfactory method of dealing with these 
problems of appeal. We considered the Railway 
Act, and we have had experience with regard to 
the type of appeal which emerges from the method 
outlined in that act. We considered that the 
new board, dealing as it will with highly com- 
plicated and technical matters, should have its 
findings thereon considered to be conclusive. 
Other matters of law and jurisdiction are, of 
course, dealt with in the normal manner. 


As we have just discussed with reference to an 
earlier section, the board is empowered to make 
changes and review its decisions if new evidence is 
produced on the basis of some complaint by an 
individual, and we feel that in matters as highly 
technical as those which are involved in dealing 
with the problems that will face the energy board 
it would be better and more in the interests 

of the public if the board's findings of fact 

were held to be final and conclusive. 


Very careful consideration has been given to this 
question, and we think it should be left in this 
way. If subsequent experience shows that some- 
thing more should be done, parliament will have an 
opportunity to consicer the matter. The question 
has been gone into with the greatest of care and 
we have concluded that this is a satisfactory 
method." 


At page 4154, Mr. Churchill said: 


"Our whole intention here was to leave this 


matter entirely to the board. My hon. friend, 


with his vast experience in the past, will know 
the difficulties that would be involved if some 
other method were used, and I am sure he will be 
inclined to agree that this is the way it should 
be done in a matter so complicated and technical.” 


(House of Commons Debates, Volume 103, May 29, 1959, 
page 4153/54) 


The same point came up when the committee reached 
52 of the Act, which provides as follows: 


"52, All tolls shall be just and reasonable, 
and shall always, under substantially Similar 
circumstances and conditions with respect to all 
traffic of the same description carried over the 
same route, be charged equally to ali persons 

of the same rate." 
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The Honourable Mr. Churchill was asked why no provision 
was made for an appeal]. in connection with the setting of these 


tolls, and Mr. Churchill replied as follows: 


"That was on clause 18, but certain people went 

on to discuss other matters, and the question of 
an appeal on fact was also under consideration, 
and an explanation of that was made. We looked 

at it in this way. There has to be some element 
of finality somewhere and with a board of competent 
and experienced people examining all the facts 
that they would have to examine prior to deter- 
mining whether tolls are just and reasonable, 

it would be undesirable for that fact finding 
activity of the board to be placed under review 
through an appeal. With the provision of an 
appeal on law and jurisdiction we thought that 

the rights of Canadians were adequately protected; 
but this is a specialized operation, determining 
from a mass of figures and calculations what 
constitutes a just and reasonable toll, and we 
were placing this responsibility on the board 

to make that decision. If, for example, an 

appeal on fact were carried, as it is in some other 
matters, to the governor in council, we would be 
in a difficult position in having to review all 
matters pertaining to what is admittedly a com- 
plicated problem, and we would not be in the 

same position as the board itself as it gathers 
experience on this subject. Therefore, it was 

for these reasons we decided that we should give 
this a trial, anyway. We are not making claim to 
any superior intelligence in drafting clauses of 
this bill. This is our best judgment at the moment. 
If in the course of time we find that this is not 
the most satisfactory method of dealing with the 
matter we shall have to take a second iook at it, 
but for the moment we think the board shouljd be 
given the opportunity of gaining experience, sizing 
up the problem, and as time elapses advising us 

as to whether or not this is the best way in which 
this difficult subject should be considered, This 
is another reason why we have placed it as we have 
and have said that there shall be no appeal from 
its finding of fact. 


(House of Commons Debates, Volume 103, June 1, 1959, 
page 4205) 

It is the submission of Canadian Pacific that the 
remarks of the Honourable Mr. Churchill represent the modern and 
correct approach to such matters. Certainly matters relating to 
the due regulation of railways and just and reasonable freight 
rates are equally a "specialized operation" and involve "from a 
mass of figures and calculations what constitutes a just and 


reasonable toll". Canadian Pacific agrees with the view of the 
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Honourable Mr. Churchill that there has to be "some element of 
finality somewhere" and that "it would be undesirable for that fact 
finding activity of the Board to be placed under review through 


an appeal". 


In recent years the difficulties created by decisions 
of the Governor in Council in such matters as the amount of cite ae 
tax to be included in computing railway BAe 3 and the charysing 
of demurrage on grain cars held at terminal elevators are indicative 
of the problems inherent in appeals under Section 53(1) of the 


Railway Act. 


Canadian Pacific is not unmindful of the fact that 
Section 53(1) is regarded by some as a haven in the event they are 
not successful before the Board or even ie Subrene Court of Canada. 
But in the submission of Canadian Pacific, this procedure is neither 
in the long-term interest of the public nor the railways. By 
establishing the Board of Transport Commissioners, Parliament has 
underwritten its reliance and faith in that body. In the interests 
of the proper administration of railway legislation in Canada, 
the Railway Act should be brought up to date, and brought into 
Bonformity with the provisions of the National Energy Board Act, 


by the repeal of Section 53(1). 


Operation of trucks by railways 


.* 


Canadian Pacific first offered service by highway in 
1931 through its wholly-owned subsidiary, Canadian Pacific Express 
Company. Because of the depression and war-imposed restrictions, 
there was relatively little expansion of highway services until after 
World War II. The present extent of highway services offered by 
Canadian Pacific through its highway subsidiaries was set forth 
in Canadian Pacific's letter to the Secretary of the Commission, 
dated October 5, 1960. Additional information with respect to these 
Services was given in Canadian Pacific's letter to Mr. Fournier 


mol, 113 ~ 18791). 


It is the position of Canadian Pacific that its highway 


Services represent a normal and desirable diversification by the 
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As Mr, Emerson exprosce 1t; 


"After all, the Canadian Pacific 19 a transportation 
company and it is our policy and bolief that we 

should be 1ble to use all of tho tools of transportation 
as the circumstances may rogquire. What we are doing 
hero is integrating the use of these different tools 

to provide the best possible sorvice at the lowest 
possible cost," 

(Vol. 113 ~ 18767/8) 


It was suggested by some par.vies appearing before the 


Commission that railways should not be permitted to enter the 


trucking business because of the possibility of the creation of a 


monopoly in transportation. Mr. Crump said; 


"Now, surely we are in the trucking to a degree, 

but there can never be any thought of monopoly 

in the railway again or in ony othor form of 
transportation. It has becone a highly competitive 
industry and by asserting oursolves into the trucking 
industry we hope merely to participate to a degree 

in that type of service and to give our customers 

the type of service that he demands." 

(Vol, 27 - 3880) 


Professor McDougall, one of the witnesses for Ontario, 


said that he was willing to give railways a “general licence” in 


transportation (Vol. 43 - 7261). He thought that railways running 


an integrated transport service could co-exist with independent 


carriers by truck, and he did not think that there was any danger 


of the railways reaching a monopoly position. Professor McDougall 


said: 


"Commissioner Mann: You want to rely on the technique 
of the market place? 


Mr, MeDougall: As far as humanly possible, yos. 


Commissioner Mann: Would that technique bo upset if 

the railways, by virtue of acquiring truck lines en 
masse, were accused of returning to a quesi-nonopolistic 
position? 


wy, MeBoucall: YX would not think so. 


Commiscionor Maun: You don't think there is any danger 
in that? 


“ir. McDougall: Wot a danger big enough to disturb 
anybody, bocanva the costs of the trucks are so much 

nore henvily voriable costs, ond, secondly, the right 

of cntry into trucking 15 So onsy. ¥t is on institutional 
effort. I2 tho vallways wore to buy up all tho truck 
linos, what would thoy do noxt year? I think it would 
bocome one of the sure Ways to moto a profit; you start a 
truck lino and thon cell it, and thoy would sco so early 
it was a mucts gene that they would not ontor teat abla 
(Vol. 43 ~ @507) 
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Mr. Roy Halliday, presenting the submission of Canadian 
Lumbermen's Association, said that railways should be a transportation 
company and should be allowed to handle their business by truck or 
by rail or by any other means of transportation (Vol, 50 ~ 9361). 
He did not think that if this were done there would be any danger 


of lack of competition (Vol. 50 ~ 9398). 


Mr. George Paul, representing the Canadian Manufacturers! 
Association, said that if the railways gave straight truck trans- 
portation, he did not think that there would be any danger of monopoly. 
He said the position of the Association is that railways should adopt 
all methods of transportation that are going to reduce the cost 


of transportation service (Vol. 54 ~ 9958/9). 


Mr. David Kirk, for the Canadian Federation of Agri- 
culture, said that while his organization had not considered it as a 
matter of policy, he had no objection to the participation of the 
railways in the trucking business, unless there was evidence that 
problems of monopolization are arising, which he did not think was 
particularly the problem facing transportation at the moment 


(Vol. 55 = 10158). 


Mr, Dickson of the Maritimes Transportation Commission said 
his personal view was that the railways should be allowed to engage 
in for-hire trucking, provided their activities in that field do 


not create an effective monopoly (Vol. 85 = 14696). 


When Dr. Hu Harries was before the Commission, he was 
asked by counsel for the Canadian Trucking Associations; 


"Mr. Hume: May I take you one step further without 
imputing bad faith on the Canadian railroads, but 
Ceonadian railroads have now opened large trucking lines. 
Do you consider tavre is any danger to competition by 
reason of the fact that the economic strength of the 
railroads would permit them if they wished, and I am 
quite sure they could in certain areas of Canada, 

to wipe out their competitors if there is no rate 
regulation or control? 


Dr. Harries: I do not consider that to be a problem, 
As I mentioned yesterday, ten years ago I certainly 
thought of it as a problem." 

(Vol. Y& = 16613/4). 
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The position of Canadian Trucking Associations was that 
entry of the railways into the trucking field is not in the public 
interest and should be stopped (Volume 59 ~- 10679). Essentially, 
the position of the truckers was that entry of the railways into the 
trucking field would create a monopoly (Volume 59 = 10682; 10686; 
10692; 10699; 10700). 


The truckers proposed two provisions in their draft 
Highway Transport Act to cover the matter of railway entry into the 
trucking field. By the first, no licence would be issued to a 
person engaged in the transport of goods for hire by means other 
than motor vehicle "unless the Board is of the opinion that it is 
in the public interest that such licence should be issued", By 
the second, it would be provided that no transfer of licence or 
change in share ownership affecting control of incorporated licen= 
sees to a person engaged in the transportation of goods for hire 
shall be approved taniesetne Board is of the opinion that it is 
in the public interest that such transfer or change should be 
approved" (Volume 59 =~ 10701). These recommendations were covered 
by Section 8 (2) and Section 8 (3) of their draft Highway Transport 


Act (Volume 60 = 10771/2). 


Mr. Magee, the witness for Canadian Trucking Associations, 
said that it was not the position of the Association that railways 
should be required to divest themselves of trucking firms or int= 
erests in trucking firms that they now own and that the Association 


was speaking only of future entry (Volume 61 - 10921/2). 


Mr. Magee said that these proposed sections introduce 
special considerations and agreed with the Chairman when the latter 
suggested to him that the C.T.A. did not want to encourage but to 
discourage anybody coming into the media (Volume 64 - 11356). Mr. 
Magee also indicated that the opposition of the C.T.A. would apply 
to applications by railways for truck licences or routes with a 
view to integrating them with the railway service (Volume 64 = 
11366/7/8). 
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Mr. Magee agreed that the basic objection of the C.T.A. 


to the railway entry into the trucking industry was the fear of 


monopoly. 


was raised before the Turgeon Royal Commission, that Commission 


concluded: 


"Transportation in Canada”, prepared by Mr. J-C. Lessard for the 


Gordon Royal Commission on Canada’s Economic Prospects, the author 


stated at 


Mr. Magee said: 


"The Chairman: You emphasize that the fear of 
monopoly is very real? 


Mr. Magee: That is right, Mr. Chairman, 


The Chairman: And the issue really igs is it 
real or fanciful? 


Mr. Magee; That is right, sir." 
(Vol. 63 = 11243) 


When the issue of railway entry into the trucking field 


"It would seem that operation of trucks may be 

an essential and complementary part of railway 
operation, more especially in view of changing 
conditions. Under these ciréumstances it does 
not appear reasonable that railways should be 
prohibited from operating trucks or truck lines. 
There is no evidence to show that there is danger 
at present of the railways stifling competition 
by ownership of trucks, This would be a matter 
to be dealt with if and when the occasion arises." 
(Turgeon Report, page 153). 


Similarly, in the report prepared in 1956 entitled 


page 91/2; 


"Insofar as motor carrier services are concerned 
there is little uniformity in licensing policy. 
Only five of the ten provinces require proof of 
public convenience and necessity in granting oper- 
ating licences, and there are major differences in 
the degree of control exercised by each. In some 
provinces, for example, railway applications to 
substitute motor carrier service for rail service, 
or to provide a co-ordinated road=rail service, 
have been considered on their merits, In others 
there is almost a complete prohibition against a 
rail-operated highway service. This type of 
restriction can only result in inferior service 
and increased national transportation costs", 


It is the submission of Canadian Pacific that the fear 


of monopoly is, in fact, fanciful, and that the evidence before 


the Commission of the witnesses enumerated above substantiates 
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that this is so. Certainly there has been no threat of monopoly 

on the part of Canadian Pacific through its acquisitions of trucking 
firms. The mere suggestion that a monopoly may perhaps be created 
in the future is not a proper ground for legislative recommendations, 


it is submitted. 


Canadian Pacific has tried to be of assistance to the 
Commission throughout its many months of hearings. The witnesses 
called by Canadian Pacific were experienced, responsible officers 
of the Company and its consultants outstanding and experienced 
specialists. Counsel for the Company during cross-examination 
attempted to clarify and test the views of ncet witnesses who 
appeared. If during your final deliberations additional data 
or further information is required, Canadian Pacific will try to 


meet your requests promptly. 
RESPECTFULLY SUPMITTED 


IAN D,. SINCLAIR 


F. S. BURBIDGE 


Of Counsel 
CANADIAN PACIFIC RAILWAY COMPANY 


February 10th, 1961. 
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APPENDIX OF PROPOSED LEGISLATION 


(1) Appeals to the Governor in Council: 


SCOT et a er ee 


That Section 53 (1) of the Railway Act be repealed. 


(2) Branch lines; 
That Section 168 of the Railway Act be repealed and that the following 


sections be enacted; 


"168 (1) Where it appears that the cost of operation 
of a line of railway during a period of three consec-— 
utive calendar years and the cost of the movement of 
traffic originating or terminating on the line during 
that period have exceeded the revenues attributable to 
that traffic, the Company may abandon the operation of 
the line 


(a) aif no application for a stay has 
been made under subsection (3), after the 
expiration of a period of two months from 
the day on which notice was given to the 
Board under subsection (2), and 


(ob) af an application for a stay has 
been made under subsection (3), after that 
application has been withdrawn or dismissed 
by the Board. 


(2) Notice of intention to abandon the operation 
of a line of railway shali be given in writing to the 
Board and a copy of the notice shall be posted in each 
station on the line to be abandoned; and, if the Board 
so directs, a copy of the notice shall be mailed to such 
users of the line as may be designated by the Board. 


(3) During the period of two months immediately 
following the day on which notice was given to the 
Board under subsection (2), any person who has used 
the line during the period of one year immediately 
before that day may apply to the Board to stay the 
abandonment of the line. 


(4) Unless the application for a stay is sooner 
withdrawn, the Board shall set the matter down for 
hearing within the period of thirty days immediately 
following the receipt by the Board of the application, 
or within such further period as the parties may agree 
upon. 


(5) Where the Company has given notice of intention 
to abandon the operation of a line of railway under this 
section and an application has been made for a stay, the 
Board may grant the stay if it is satisfied 


(a) that the cost of operation of the 
line during the period of three consecutive 
years adopted for the purposes of subsection 
(1) and the cost of the movement of traffic 
originating or terminating on the line during 
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That 


ii 


that period did not exceed the revenues 
attributable to that traffic, or 


(b) that sources of revenues for a 
reasonable period in the immediate future 
sufficient to exceed those costs during the 
same period have been guaranteed, 


and, if it is not so satisfied, shall dismiss the 
application for a stay. 


168A Notwithstanding Section 168 a railway company 
may, with the approval of the Board, abandon the 
operation of any line of railway and, except as 
provided by Section 168, no company shall abandon 
the operation of any line of railway without such 
approval." 

(Vol. 109 ~ 18249/50). 


Section 2 (3) of the Canadian National - Camadian Pacific 


Act be repealed. 


(3) 
That 


Passenger train service ; 
the following sections be added to the Railway Act; 


"315A (1) Where it appears that the cost of providing 
passenger service on any line of railway during a period 
of one calendar year has exceeded the revenues received 
therefrom for that period, the company may discontinue 
passenger service on that line 


(a) iff no application for a stay has been 
made under subsection (3), after the expiration 
of a period of two months from the day on which 
notice was givem to the Board under subsection 
(2), and 


(o) aif an application for a stay has been 
made under subsection (3), after that application 
has been withdrawn or dismissed by the Board. 


(2) Notice of intention to discontinue passenger 
service on a line of railway shall be given in writing 
to the Board and a copy thereof shall be posted in each 
station on the line of railway on which the passenger 
service is to be discontinued. 


(3) During the period of two months immediately 
following the day on which notice was given to the 
Board under subsection (2), any person who has used 
the passenger service in respect of which the notice 
was given during the period of one year immediately 
before that day may apply to the Board to stay the 
discontinuance. 


(4) Unless the application for stay is sooner 
withdrawn, the Board shall set the matter down for 
hearing within the period of thirty days immediately 
following the receipt by the Board of the application, 
or within such further period as the parties may agree 
upon, 
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(4) 
“That 


(5) Wher 
to discontinue 


1id 


e the company has given notice of intention 
passenger service on a line of railway 


under this section and an application has been made for 
a stay, the Board may grant the stay if it is satisfied 


(a) that the cost of providing the passenger 
service during the period of one year adopted for 
the purposes of subsection (1) did not exceed 


the rev 


enues therefrom for that period, or 


(b) that sources of revenue for a reasonable 


period 
exceed 


enw, if 12; is 
for a stay. 


315B Notwiths 


in the immediate future sufficient to 
that cast have been guaranteed; 


not so satisfied, shall dismiss the application 


tanding section $15A, a railway company may, 


with the approval of the Board, discontinue passenger 
service on any line of railway." 
(Vol. 10y - 18267/8). 


Statutory Grai 


the following 


m Rates ° 


Setteiettaeed 


section be added to the Railway Act: 


"328A (1) Notwithstanding anything contained in the 


Income Tax Act 
subject to Sec 
may deduct fro 
for the taxati 
with the provi 
amount equal t 
(a) gross rev 
year for trans 


> railway companies which are 
tion 328 (6) of the Railway Act 
m income tax otherwise payable 
on year, computed in accordance 
sions of the Income Tax Act, am 
o the difference between: . 
enues received in the taxation 
porting grain and grain products 


at the rate level prescribed im Section 328 (6) 
of the Railway Act, and (b) gross revenues which 


would have bee 
been moved at 
prescribed sta 


mn received it the said  vvaffic had 
an inerease of 100% over the said 
tutory level or at such level as 


the Board of Transport Commissioners may subseq= 


uently determi 
conditions or 
time to time r 
to be reduced 
amount arrived 
rate of income 


ne and change and alter as changing 
cost of transportation may from 
equire; such difference, however, 
by subtracting therefrom the 
at by applying thereto whatever 
tax is applicable in the taxation 


year. The amount of the deduction from income 


tax so calcula 


ted to be certified by the Board 


of Transport Commissioners. 


(2) If in any taxation year the amount which 
a railway company is entitled to deduct) under 


subsection (1) 
total tax othe 
deducted from 
preceding taxa 
years followin 
(Paragraph 79 


Propose 


of this section should exceed the 
rwise payable, such excess may be 
the tax otherwise payable in the 
tion year or im the five taxation 
g the taxation year." 
of page 25 of Exhibit 47). 


d Section 328A to contain a proviso to the effect 


that any railway company, when its income tax otherwise payable is 


less than the permissive deduction, may elect to receive the amount 


of the permissive deduction by way of special credit or cash. 
(Paragraph 80 on page 26 of Exhibit 47) 
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(5) One and one-third rule; 
That Section 337 of the Railway Act be repealed. 
(6) Free transportation: 


That Sections 351 and 352 of the Railway Act be repealed and the 


following sections substituted: 


"351, Notwithstanding anything in any other Act, no 
railway company is required to provide free transport- 
ation to any person. 


352. Subject to the provisions of Section 350, no 
company shall hereafter, directly or indirectly, issue 
or give any free ticket or free pass, whether for 

a specific journey or periodical or annual pass, and no 
company shall otherwise arrange for or permit the trans- 
portation of passengers except on payment of the fares 
properly chargeable for such transportation under the 
tariffs filed under the provisions of this Act, and at 
the time in effect." } 

(Vol. 109 ~ 18273). 


(7) Bridge subsidy: 
That Section 468 of the Railway Act be repealed. 
(8) General: 


That a joint committee of the Board of Transport Commissioners and 
the railways be established to go over the Railway Act and regulations 


of the Board to bring them up to date (Vol. 115 ~ 18981). 
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THE ROYAL COMMISSION ON RAILWAY TRANSPORTATION 


ARGUMENT OF CANADIAN NATIONAL RAILWAYS 


MAY IT PLEASE THE COMMISSION: 


CHAPTER I. OPENING REMARKS. 


Canadian National has been pleased to assist 
your Commission in your enquiry into the problems of 
railway transportation in Canada and the causes thereof. 

We have filed with you a joint submission 
with the Canadian Pacific Railway, dealing with the 
statutory and related grain rates (Ex. 45), together with 
a separate submission on the same subject (Ex. 46). You 
also received our submission of September, 1960, dealing 
with various matters which are the subject of your enquiry. 
Senior officers of the Company have appeared before you to 
give evidence, namely, Donald Gordon, President, SoF. 
Dingle, System Vice-President, A.H. Hart, Vice-President - 
Sales, and J.L. Toole, Vice-President, Accounting and Finance, 
and, in addition thereto, Col. McCoy, Assistant General 
Freight Traffic Manager, Rates, Tariffs and Divisions, and 
R.A. Bandeen, Chief of Costs and Statistics, Research and 
Development. The Canadian National has also co-operated 
with the staff employed by your Commission by providing them 
with all information requested. 

In the hope that it may be of assistance to 
the Commission in consideration of this matter, we feel that 
it is desirable to bring to your attention briefly the 
points which have been covered by our submissions and 
evidence. While they do not always fit neatly into the 


five headings of your terms of reference, nevertheless, 
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we propose to group the recommendations and proposals 
we have put forward under each head of the Order in 


Council to the extent that that is possible. 
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CHAPTER II. GENERAL COMMENTS 


We would respectfully suggest to the 
Commission that in analyzing or attempting to assess the 
problems of railway transportation in Canada you must 
look in a broad, general way at all aspects of the 
industry rather than focus attention on some individual 
aspect of its operation. In our view, it would not be 
a solution to attempt to modify the present freight rate 
structure and leave untouched many other serious problems. 
In the same way, we do not consider that it would be an 
answer to the problem to deal with the passenger deficit 
and forget about freight rates. You must look at broad 
basic matters for a solution. In this connection it should 
be remembered that the level of freight rates in Canada, 
which is the price the railways ask for their services, 
is predicated upon a requirements Porno eet by the Board 
of Transport Commissioners which entitles Canadian Pacific 
to earn a certain amount each year. This amount itself 
is the result of a calculation of the revenue produced 
from handling traffic minus the expenditures entailed in 
providing these services. It is easily seen, therefore, 
that changes in either the revenues or expenditures will 
show up in the end result. 

A vital aspect of the overall railway 
problem is the labour-management relationship in the future. 
Your Commission ruled (p. 135) that evidence was not 
admissible on general labour relations and alleged restrictive 
labour practices. It appears obvious that the benefits of 
the kel ones which we make reference cannot be achieved 
unless the railway labour force is prepared to accommodate 


itself to them and to co-operate with management in modernizing 


an 


| one car 
7 ent of § seoguire title Biue Stead. 
ond ‘eeoacs 09 patie sze col ‘gay 


98M aol 
he hoe ny plates MF 


gaum VOY sbaned. ae aotessioqeains Nowibor- Yom 1 ste 


iin 


edt ‘to edooges Ife oe vain Larnsg ybeord. a i ‘on 


id 
eubivyitbnt j emoe mc’ Gol hy Aad? s: aso madd seaddst “ 2 BOF 


. 0 tod Binow $£ ,«wet¥ two tl .nohinrege nee. 20: tnegen 


tet tdgter? tuosetq ods is ae nm OF aha ari og gopaula : 


esoeidesq avoliee teige yen Betowedia eveel bao ortig a 18 
i 

«ce 66 blvow 21 dade teblaneo ton ob aw, cdl omee edd 

‘ ¥ im ‘s : 

tb Neanezesa <= ig a twig ‘6b -o7 ‘me bea, etd oF 9 


Gawitd -3e 604 .< tio. SOFT SAS LO) By da ? Sgt01 
! 
DL sink robtsernnog, S€A0s) mh eAbisvvioe 2 Or suretism obese 


Neo etat Jtaltert te Tevet envy Sars bereduones. 1 


4 
, i 4 wawfitss of eotag eff ef dole 
ft { , i¢ - 
° 63 alumtot @iaemertivupet. & noge betes ibeig4 
ai 
4) at briw cokke lomo 2 iogers tT to" 
} t ’ ve SoMmS mEsTISO AB Hiss Oey 
~ i 
) i SOUney > rr - a) Biu & ; 9 I ILUPe's edd's 
9 sorwrtibaeyxs sdv aunim olfThats ent iloned ae 
! 
. . - ¥ i. 90 ““ 
,aee vileke ei vl ..teabttee eeold salbiyous 
—— fo ot 
HHaXD IO Beunrevet « soder¢ oat- seanens.d 
a b 9 
ak Pe ¥s 
 tiuset Bae edd alt ae wee 
' . Let Y Yo Fooqeg Lativ A 5 
“ 
a fi q (he rol riley GMS S 611 ~“TOCEL eit 
an 
> rn 
-4 ro ae Fe | 13 vie 4 § \ « 7) befor sft 


' \Jititened eft sani avolvde E(Saqns ai «St 9 tS the s 
beveoldse sd gonaeo e@etenelen elem ew aohiiw. oF, 


Te. by 


esebommocas et Dbetage 74, eh eonet awodsh vawlte tee 43 
lgiaxsbon ai Jean HE eowreqevin 08 bes 


as 
ry 
= a id : at 
P nal vie ' ; - : 7 
7 ‘ ie 


agreements respecting labour-management relationships. 
Indeed, railway labour has such an all-pervasive influence 
both in costs and in operations generally that there is 
an urgent and immediate need to find a workable procedure 
for the settlement of railway labour disputes. In 1958 
the Minister of Labour asked for and. received recommenda- 
tions and submissions on this problem and the legislation 
dealing with it from all interested parties. 

Ganadian National's general submission 
(pp. 18401-18514) and its submissions dealing with the 
statutory and related grain rates (Exs. 45 and 46) deal with 
those matters, excepting labour relations, which should be 
considered by your Commission and reported upon to the 
Government under your terms of reference so that a proper 
basis may be developed from which Canadian National can 
increase its revenues for work performed and at the same 
time make substantial savings in its expenses. 

Those matters recommended to you which will 


improve our revenue position are: 


(a) A proposal for a dynamic freight 
"competitive pricing" policy. 

(b) Additional reimbursement for the work 
performed in handling statutory grain. 

(c) Freedom to develop a co-ordinated rail- 
highway transportation system to win a 
larger share of the transportation market. 

(da) Additional recompense for work done ih 
handling import and export traffic via 
Canadian ports in preference to a shorter 
available route. 


(e) A drastic reduction in statutory free 
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Ci 


transportation and placing it instead 

on a warrant basis. 

The extension and further development of 
passenger services which are, or can be 


in the future, self-supporting. 


At the same time, we ask the Commission to 


consider and to take action on those proposals which we 


have put forward with a view to reducing expenses and 


eliminating wasteful transportation service: 


(a) 


(b) 


(c) 


(d) 


(e) 


The elimination of the passenger train 
service deficit - by elimination of 
uneconomic services or reimbursement of the 
loss in respect of any such services 
maintained because they are held to be 
necessary in the public interesuv. 

The abandonment of all uneconomic branch 
lines or if any such lines are required to 
be retained in the public interest, then 
payment from the public treasury in 
respect of their losses. 

The creation of a public climate which 

will support and demand re-organization 

of railway facilities and services, includ- 
ing the development of merchandise services, 
and the integration of highway and rail 
services in the interests of improving 
efficiency. 

Removal of the financial burden now 

assumed by the railways in the administra- 
tion of subsidies. 


Removal of the burden now assumed by the 
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railways and highway authorities in 


respect of the maintenance of protective 
devices and grade separations at rail- 


highway crossings. 


Subject to the railways being able to work 
out satisfactory arrangements with labour, it is the 
considered view of the management of Canadian National 
that when these changes are accomplished the result will 
be a much healthier railroad economy. The necessity for 
any substantial advance in freight rates in the future 
by means of general increases will be greatly reduced and, 
we hope, made unnecessary, with the possible exception of 
adjustments in the general level of rates necessary to 
reflect overall changes in output or price levels. The 
prize is a great one, not only for the railroad industry 
but for the shippers and people of Canada generally. There- 
fore, we cannot urge too strongly upon the Commission our 
conviction that the proposals and recommendations which 
we have put before you are those which should be implemented 
without delay if the general railway problem is to be 


dealt with realistically. 


int AL Hi | rh 
a4 i wwe 


i. we rt eektbrostue - mee me wt Yan 


7 ; : 
au = 


re Levivessorg to “comsnednten 9 we 


a 


- »ftee oa eae) Debuts soar a, bive : ™ 
| | 7 7 ne I 
ait) ; . aoe nkanerrs roma Le 


e 


resulting saz: eg toe idue 


| OAS BE) AS gh at eal” deh bas a dhemagnarye Travos tahves a 
Lane li li CStoene) to Wreneganke art. 26. wely ae 

LLLW, i060 ea as ‘dniogon sta sosnsits ese ne. | 
poet’ of Tmenwdsa bhaavlisy tetdt ised lacs . f . 


Wat ed wr bases tip tent ot Saray os ius a 


| Nidok EY ies ae aa oe Aa 
J F t 10 ‘ is ¢ aay 
"1. iP err Pie , i Age ap ot “ey, 2 wise os it ; CO medics ie te 7 
G8 boos (aha oc Licw aeskenont Laveaeu Ro x 
* , 


yy " rah 

SA 2vebse oe lhtesor ede aoe y Sa hueg Airy eerie ebiams ao H{. 
: J ; Ric, ‘ nit : i om ie 

i iar | a7 at’; asaamtea gba, 
| } au nA ; 
vlovel eats tuyied ok eopmeds Liereve Sool? te 


ve me ee SF ow: | 4 ¥ pee 2 ry i) 
bh ce tea | > maa - oe A , “ Ae ~ t 1a ~t 
‘a 


Hl §Ot vino ven ean 3 a 2 Bs only 


olqcoe he ateqqide edd tot Fu a 


ers 
Desire Lh O48 ADIAK tongs ets HOY ex0 ted Sug ovad ew) 
> 
Bwitss L[atensy echt tt veleb vuods 
titre : J 


vi tea! tallper dd 7 


CHAPTER III. 


INEQUITIES IN THE FREIGHT RATE 
STRUCTURE, THEIR INCIDENCE UPON THE 
VARIOUS REGIONS OF CANADA AND THE 
LEGISLATIVE AND OTHER CHANGES THAT 
CAN AND SHOULD BE MADE, IN FURTHERANCE 
OF NATIONAL ECONOMIC POLICY, TO 

REMOVE OR ALLEVIATE SUCH INEQUITIES. 


Ris The Freight Rate Structure 


Canadian National's views on the freight rate 
structure are set out in Chapter 2 of its general sub- 
mission, dated September, 1960 (pp. 18405-18416 of the 
transcript). The development of competitive pricing in 
the future (p. 18411) will depend to a much greater extent 
upon cost information now being developed in greater 
quantity by Canadian National as well as upon market and 
other studies. Also, as was stated on page 18413, 


"To compete effectively with other 
modes of transportation, railway management 
must have the discretionary power to apply 
its best judgment to the situation at hand, 
to determine the price of its service, and 
the conditions under which service is offered. 
It is equally important that the utmost 
flexibility be retained to allow the railway 
to adapt to individual circumstances." 


Again, at page 18525, Mr. Hart said, when speaking of com- 
petitive pricing: 


"It puts some emphasis on cost of 
service, yes. Value of service enters into 
it from the problem of what you can get above 
your costs. Competitive pricing really is 
a cost orientated system and as you say there 
is nothing really new about it. Really what 
we are saying is, we must emphasize that it, 
that this must be the area of our major 
attack in an attempt to regain our position 
in the market and to raise our percentage 
of the market." 


While competitive pricing has been in use 
in the recent past in the railway industry, examples being 
the use of incentive rates both in Eastern and Western 


Canada, much remains to be done to make it really effective 
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in improving the net revenues of the Company. The 
assistance which we are seeking from your Commission in 
our endeavour to develop this pricing technique in the 


competitive area is - 


(a) Greater freedom in the competitive field, 
"to reflect in the various combinations of 
price and service offered to the public, the 
inherent advantages of rail transport." (p.18414). 
To this end Canadian National has recommended 
(p. 18415) that Sections 328 and 32 of the 
Railway Act be amended to allow the railways 
to set competitive rates based upon ordinary 
commercial principles of pricing subject to 
the requirements that the rates: 
(i) be made known to the shipping public; 
(ii) be remunerative, i.e., not go below 
variable cost and; 
(iii) should not be lower than necessary to 
meet competition. 

(b) In the area of non-competitive traffic, the 
present standards relied upon by the Board ta 
ensure that both the shippers and railways 
have just and reasonable rates, should be 
maintained (p. 18415). It is realized, of 
course, that most of the present complaints 
and dissatisfaction expressed to your Commission 
have evolved around railway pricing in the non- 
competitive area. Various proposals have 
been suggested to deal with this situation, 
which will be discussed later on in this 


argument. Canadian National is not opposed 
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(c) 


(d) 


to the development of new standards to 

judge the justness and Foasonablendss of 
freight rates in the non-competitive field 
and offers its assistance to the Board or 
any other public body seeking to develop 
more equitable standards to apply. In the 
interim, however, it is submitted that the 
standards of the past should be retained 
until better methods are developed and 
proven to be practicable and fair to all 
concerned. 

Canadian National requests that Section 317 
of the Railway Act and Section 32 (6) of 

the Transport Act be amended to enable the 
railways to make rates on the basis of 
quantities larger than a carload, in order 
that ib will be placed in a comparable com- 
petitive position with eter highway and 
steamship competitors in Canada and also the 


railways of United States-.(pp. 18486-18488). 


Note: Coyne, Railway Law of Canada, pages 

411 and 412, and reference to Molasses case 
from New Orleans 235 I.C.C. 485 at 502, where 

an extensive list of U.S. authorities is given. 
Canadian Railways have been turned down in 
their efforts to make such rates, see - Impérial 
Oli ve. Geran 2O0.ReG., ol7d.at. 260 and 
Consumers! Co-operative Refineries vs. C.N.R. 


And 0.RaRe vy difeGeRsCe 32b, ab, 326. 


Canadian National requests that Sections 
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156 (1) and 341 of the Railway Act be amended 
to authorize the Company to make and enter 
into agreements or arrangements for the 
interchange of traffic between railways and 
all other public carriers, such as highway, 
pipeline, air or water. In addition, 
authority is also requested by means of such 
amendments to allow the Company to make an 
agreement with a trucker or other carrier 

for carriage over a continuous route by means 
of two or more forms of carriage and to 


divide the earnings of the through move between 


them as may be agreed upon (pp. 18488-18491). 


A further recommendation by Canadian National 
in line with its recommendation that rail- 
ways be given as much freedom as possible in 
the competitive area in the making of their 
rates is that Sections 328 (1) and 334 of the 
Railway Act be amended to ensure that when 
competitive rates are quoted (which, of course, 
would be compensatory, published, and not 
lower than necessary to meet competition), 

such rates would not be subject to disallowance 
by the Board on its own motion or on any 
complaint made to it. The Board would be 

able to proceed under Section 334 to make a 
full investigation of the competitive rates 
complained of, using its discretion as to the 
nature and extent of the investigation which 

it wishes to make in each case. To this end 
Canadian National has suggested the elimination 


of particular directions to the Board as set 
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out in the present Section 334 and the sub- 
stitution therefor of general power enabling 
it to make such investigation and obtain 
such further information as may be deemed 
"practicable and desirable" (pp. 18491-18494). 
(f) One further recommendation, bearing upon the 
freedom of the railways to make competitive 
rates, is that Section 337 of the Railway 
Act be repealed because this Section, as 
presently in use, creates a further rigidity 
in the rate structure and removes managerial 
discretion in a certain area and at a time 
when the rapid growth and expansion of competi- 
tion demands increased flexibility in meeting 


that competition (p. 18497). 


B. Minimum or Maximum Rate Control. 


A great deal has been said before your 
Commission on the question of what is needed to make the 
freight rate structure more equitable to its users. Most 
of the discussion has revolved around the desirability of 
having minimum or maximum rate control, or both. The 
advocates of minimum rate control, which included witnesses 
for the Provinces of British Columbia, Alberta and Manitoba, 
were generally agreed that rates should not go below the 
minimum of long term variable cost. Canadian National's 
view is that the floor for all rates should be the long 
term variable cost, which is the standard which we have 
been using. Canadian National is opposed to incorporating 
this standard for minimum rates in any statute for the 

same reason that it is opposed to any unnecessary rigidity 


being placed upon it by legislation. 
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Some fears were expressed that there might be 
a considerable volume of traffic moving today at rates 
less than variable cost. Canadian National does not 
subscribe to these fears but as the Commission was informed, 
the costing procedures now being used on Canadian National 
are being developed very rapidly so that before long 
examination of particular rates and other tests will show 
more accurately the relationship between rates and costs 
for various movements. It is our view, therefore, that 
any defect which may exist in this area will soon be | 
corrected by the rapid development of costing techniques . 
now under way. 

The principal exponents of maximum rate 
regulation appecring before the Commission were the Pro- 
vinces of British Columbia, Alberta and Manitoba. Each 
put before you detailed and well reasoned views as to why 
the various methods they suggested should be considered. 
There was general agreement among them with the view 
expressed by the railways, that in the competitive field 
the discipline of the market place would protect the shipper 
from rates becoming too high. Their proposals were directed 
mainly toward affording protection and some relief to the 
shippers using non-competitive commodity and class rates. 

British Columbia's proposal was submitted 
by Dr. Hughes, who based his suggestions for minimum and 
maximum rate control, on the cost of service principle. 
Dr. Hughes proposed that minimum rate schedules for all 
carload traffic should be prepared in tabular form based 
upon the out-of-pocket costs for various carload weights 
reflecting loading and other basic characteristics set out 


in a series of mileage blocks. These tables would contain 
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terminal and route arbitraries (pp. 13396-13402). 
Dr. Hughes’ proposal for maximum rate 
regulation would apply only to the captive traffic, i.e., 
non-competitive commodity and class rates and would be 
based upon the fully distributed costs for handling such 
traffic (pp. 13403-13405). Later, under cross- 
examination, Dr. Hughes amended this proposal by agreeing 
that the ceiling might be higher than fully distributed 
cost (pp. 13537-8, 13651 and 13788). The anticipated 
effect of these proposals is that the minimum rate schedules 
would ensure that the railways did not handle traffic at 
rates below out-of-pocket or long term variable costs and 
the maximum rate schedules would limit the burden imposed 
upon traffic which did not have reasonable competition for 
its movement to a prescribed percentage over total cost. 
It is interesting to note what Dr. Williams 
(who appeared for the Provinces of Manitoba and Alberta) 
had to say about the cost of service (pp. 16979 and 16980): 
"Much has been said and written about 
the making of rail rates upon a cost basis. Wise 
pricing practices, however, require attention 
not only to the cost at which a product can be 
manufactured or sold but to the market conditions 
which determine the strength and character of 
demand. Few would, therefore, urge a mechanical 
adherence to a cost standard in the pricing of 
the transportation service. Excessive emphasis, 
perhaps, has been placed upon cost in a good bit 
of theoretical writing. But this is largely 
because the traditional value of service concept 
and the standards used to measure it require 
revision and because there has been very sharp 
resistance to such revision. Value of service, 
in the revised sense noted above, continues to 
be a valid principle of rate making." 
Manitoba proposed a general rate increase 
formula which would effect part of the increase through 
a percentage factor and the remainder through an increase 
in cents per 100 lbs. In order to reduce the effect of 


too substantial an increase in short haul rates, Manitoba 
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amended its original proposal to suggest that increases 
on individual rates be limited to 40%. The anticipated 
effect of this proposal would be that it would give 
relief to long haul shippers while not affecting short 
haul shippers to the point where they would divert their 
traffic from the railways. 

Alberta produced several proposals which 
would affect the railway pricing policy. The first was 
submitted by Dr. Hu Harries, who agreed that in the 
competitive field the rail carrier should be entirely free 
to set rates as competition dictates. In the non-competitive 
field he suggested that there be maximum rate control by 
fixing ceiling rates by statute at a given percentage over 
the lowest competitive rate published for the same or 
similar traffic. He suggested this percentage should be 
40%. While the ceiling of 40% over the lowest comparable 
competitive rate was designed to limit and reduce the 
burden of contribution to general rail overhead from the 
non-competitive traffic, it would, of course, also affect 
other competitive rates. 

Dr. W.Y. Little, appearing on behalf of 
Alberta, suggested a cost base rate increase formula which 
was designed as an alternative to horizontal general rate 
increases. This formula would endeavour to regulate any 
general increase in terms of the changes experienced in 
costs related to length of haul (road haul costs) separate 
from the changes experienced in costs not related to 
length of haul (terminal costs). He suggested that after 
determining the changes in road and terminal costs the 
rates in Class 100, set out by mileage blocks, would be 
adjusted to reflect both changes. These adjustments 


would produce a scale of varying increases to be applied 


; sseawoad dad te 
es 
betoqtotans od - 


:  s9in Biaow sh 2 mien ie de df 
7 La Ree "A : ony 7 


7 aa 
sod anttostte Jon eftity ih pili Ted 
. . wr pee 


short? suevib bLuow ‘Sr. orede dateq odd ed ‘RT ng aide | é. 


= ty [ 
Rosey ne te vayendbons baa mort 8 

| | loldw alseogoda Pilea be souINIEG woredtA (ve 

Ni i he S2uft edt- flew eihos "mq yawn arid Jo0% 

; | ed? al Jany Sestas onw gbiad gongs eH it 10 xd “vosgta 
rs } if 


Ut a 


eo? (iexttae of blgode. telviso Lia ert? btats arias 

@\ Liki feds ” >i aii ae atatots Holatseqmon 9 eA baat 

li ve Loudon ete? memixan od ae wage devs ssuwre od | R 

. 18D: e inet mows ea ‘ cauande \d Pere noiites any | 
‘w vnea ott <0? bodedte wo otss eves zac: ROO gaewol ods 


ec bivotla sieineo req elds beteepgue of 1.0) tare bec nte 


ary gidereqmon Jeawol wd? revo ROM to gabttes ede eLtdw | el 
: ouber bas gimifl oe beralesbh saw e2ey Ce 
pug moit dss oa £1 laiensg oF Ho fJugltIn09 tq. cobs 
Joelis ope e106 10 ,bDiow vf ,oltiead fadlatenne: 
2008" rot Jeqmoo. rode | 
iG itited wo gupseegqa’ ,eleail oteW 2 ¥ ik 
; Go ki sil ze 60a7 red tend B besgedogue aaotedh 
P| 


Ae 
f27 181 P non tted of evisarresis as es bengteed wf 
< 


Ni ca | , 


dy Are jalupet ov woveesboe Bieow afies Sia 29888 8 


~s «. ie f af « % - *. e ‘ 
4 nt SUNGLIFOUXS BERNBAD Ss Zo Sitiedy ei a serene Lane 712% 


eta oe 


Ea 2 
» 


“it odeod lentes? baa bso a Bepiads odd 


vr ei bIerow etvakd aa Be fhe yd uo. char: 
‘ elagnsenttie oeadT -qoanada a od ay £3 

: % ety 

detlqre ag tiie ane ¥ tos : oe ies 


ths 7 
an 
pie "2 
> 
“bry 


* 
a * 


> | 
ay 
_ 


15 


to all the rates subject to the general increase found in 
the corresponding mileage blocks. The anticipated effect 
of this formula is that rate increases would reflect the 
cost changes, both road and terminal, with the long haul 
bearing relatively smaller increases than under the 
present practice. 

A third proposal was put forward by Dr. 
Merrill J. Roberts on behalf of Alberta. He suggested a 
maximum freight rate regulation formula aimed at setting 
ceiling rates in terms of a rate-cost ratio dictated by 
the output and unit costs that would prevail if only non- 
digeriminatory rates were in effect; in other words, the 
output and unit cost levels that would prevail with 
uniform pricing. He said that the Board, following a 
careful study of cost patterns and market analysis, would 
determine the maximum percentage of mark-up over costs 
which would be allowed and this percentage would be used 
to set ceiling rates. Dr. Roberts originally recommended 
a ceiling of 178% over marginal cost but later under cross- 
examination agreed that this percentage could be as high 
as 250%. He anticipated that his proposal would remove 
from certain shippers any excessive burden of contribution 
to overhead which they may be called upon to bear under a 
discriminatory rate making system. 

Canadian National is not prepared to accept 
any of the proposals advanced by the witnesses for the 
Provinces of British Columbia, Alberta and Manitoba because 
no one is able to assess their effect upon the revenue 
position of the railways and the general rate structure. The 
present data available to us is not sufficient to make a 
clear decision whether any of these schemes is preferable 


to the present system. We do not condemn them out of hand 
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even though we can envisage many difficulties inherent 

in them. In our view they should be studied and will be 
studied and assessed in the light of the increasing 
volume of information and cost data which will be avail- 
able to us in the future. We would, however, not be in 
favour of changing to a new form of rate control until we 
are satisfied that what is proposed has been tested and 
checked and shown to be fairer than the methods presently 
used. We suggest, therefore, that we continue to protect 
the non-competitive shipper by the Board exercising its 
jurisdiction under the Railway Act in respect of just and 
reasonable rates until such time as some of the proposed 
suggestions, or others which may be forthcoming in the 
future, can be tested sufficiently to ensure that they 
will not only produce a more equitable method of making 
freight rates in the non-competitive area but that they 


will protect the carrier's revenue position. 


Ge Horizontal Percentage Increases. 


Canadian National's views on this matter 
were given in evidence (p. 18415). While we recognize the 
difficulties inherent in the horizontal percentage method 
of increasing freight rates, nevertheless, we consider 
that it is the best method available to us at the present 
time. In such circumstances we should not be required 
to use a different method until it can be shown to be more 
equitable and tested sufficiently to ensure that the 


carrier's revenue position will be protected (p. 19816}. 


D. Statutory Rates 


The problem of insufficient revenue return 


to the carriers for work performed in carrying grain and 
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grain products from the West to export positions at the 
present level of the statutory rates is referred to under 
the heading of your terms of reference "obligations and 
limitations imposed upon the railways by law for reasons 
of public policy, etc....". Nevertheless, these 
statutory rates create inequities in the freight rate 
structure. Because they do not bear a proper share of the 
cost of operating the railway they place a burden upon the 


railway and others which should be eliminated. 
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CHAPTER IV 


OBLIGATIONS AND LIMITATIONS 
IMPOSED UPON RAILWAYS BY LAW FOR 
REASONS OF PUBLIC POLICY, ETC. 


A. Grain Traffic Moving at Statutory 

and Related Rates. 

Canadian National considers that one of the 
most serious obligations and limitations imposed upon the 
railways by law for reasons of public policy is that imposed 
by Section 328, sub-section (6) of the Railway Act, which 
deals with the rates on grain and flour to export positions. 
It has the effect of fixing these rates at the level provided 
for in the agreement made between the Government of Canada 
and Canadian Pacific Railway, pursuant to Chap. 5 of the 
Statutes of Canada, 1897. 

Canadian National made a very comprehensive 
study to determine the cost of moving grain and flour on its 
lines to export positions in the year 1958. The method used 
to develop the cost of handling this grain traffic and the 
results of the cost study are dealt with in detail in the 
evidence of Mr. R.A. Bandeen (pp. 2184-2433). 

The summary of revenue and cost as developed 


by that study is as follows: 


Revenue § 28,700,000 
Variable cost $ 45,700,000 

Portion of constant cost 18,200,000 

Total cost $ 63,900,000 
Average revenue per ton mile O.48¢ 
Average variable cost per ton mile 0.77¢ 


Average total cost per ton mile 1.07¢ 
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The result is that in 1958 the revenues from this traffic 
fell $35,200,000 short of meeting the total cost. 

In 1927 when the Crow's Nest grain rates 
became applicable on all railways in Canada, by virtue of 
the enactment of Section 328 (6) of the Railway Act, there 
existed a known relationship between these statutory rates 
on grain and the corresponding 8th class standard mileage 
rates. Parliament when it enacted this legislation 
determined that the level of these rates was reasonable. 
Knowing that the class rates have increased substantially 
over the years since that date, we have found that by 
applying conventional principles of rate making, as outlined 
in our submission (Ex. 46), and in evidence (pp. 3035-3041 ) 
an increase of 1.25% in the existing grain rates would be 
necessary today in order to restore the 1927 relationship. 
Canadian National cannot emphasize this point too strongly, 
as we feel that it points up with great clarity the 
principle we are endeavouring to establish in respect of 
these rates. 

In applying conventional rate making principles, 
we have taken the key rate from Regina to Fort William of 
20¢ per 100 lbs., because Regina is the geographical centre 
of the grain producing area of western Canada, and the haul 
to Fort William is 791 miles which is Slicadbolithe mverape 
haul of this traffic to the Lakehead in 1958 of 814 miles. 

If the relationship between the Regina 
statutory rate and its corresponding 1927 class rate is 
applied to the corresponding class rate in effect on July 
31, 1959, the revised rate becomes 45¢ per 100 lbs. 

It is also interesting to note that the waybill 
analysis for 1958 establishes that the revenue per ton mile 


of all traffic, excluding grain and grain products, was 
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2.09¢ and the revenue per ton mile for the same year for 
grain and grain products was o 50g « Refer to the evidence 
of C.L. McCoy at page 302k. 

A comparison of the rates on U.S. grain with 
export grain in Canada for comparable distances is shown 
on Exhibit 79G, page 3068. For instance, the Canadian rate 
from Winnipeg to Fort William, 420 miles, is 14¢ per 100 
lbs. as against that from York, N.D. to Duluth, Minn. 420 
miles, a L6¢ per 100 lbs. This exhibit shows that the 
rates in the U.S. are from three to four times those in 
Canada for comparable distances. 

If general rate increases or reductions had 
been applied on grain moving to export positions since 
September 13, 1°20, the results are shown in Exhibit 79H, 
back 3071. An examination of this exhibit indicates that 
had these increases been applied, the rates on grain would 
have been over three times the present statutory rates. 

It is necessary that the revenues from grain 
traffic now moving at statutory and related rates be adjusted 
in order that it may bear a fair proportion of transportation 
costs. In the year 1958 this traffic represented 17% of 
the total freight revenue on the Western Region but it 
accounted for 40% of the work. performed. In the same year 
on Canadian National (Canadian Lines) this traffic produced 
only 6% of the total freight revenue but it required 19% 
of the total transportation service (p. 3072). 

The necessity of increased revenue from grain 
traffic was established and explained in the evidence of Mr. 
Gordon, page 1309 and following, where he pointed out the 
heavy capital expenditures, the effects of inflation on 


capital account, and higher interest rates. These alone 
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would justify an upward adjustment in the rates on grain 
and flour. 

The average hourly earnings per employee 
increased from $ .590 in 1935 to $1.905 in 1959. This is 
shown in the annual report of Canadian National Railways 
for 1959, at page 39 (Ex. 121). 

Canadian National's proposal as to the 
method of paying the railways for the work performed is 
outlined in Ex. 46, wherein it is stated that the best 
solution to the problem at this time would be that the rates 
on grain and grain products to export positions remain 
under statutory control and the railways be reimbursed for 
the cost of the work performed in handling this traffic by 
a payment made to them equal to the difference between the 
statutory rate and the amount found to be a just and 
reasonable level of return. This is not in the nature of 
a subsidy to the railways but is merely providing a means 
of recouping them for the services performed, as a result 
of the railways being unable to charge the farmer a just and 
reasonable level of rates. In other words, if for reasons 
of national policy these grain rates must be fixed by 
statute at a level established in 1897, then the people of 
Canada as a whole should pay the railways the difference 
between the level of rates fixed by statute and those which 
this Commission finds are justified on the evidence before 


ite. 


Canadian National is strongly opposed to 
Canadian Pacific's suggested income tax solution. The 
reasons why such a proposal should be rejected by the 
Commission are fully explained in the evidence of Mr. Donald 


Gordon at page 1358, et seq. 
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The Income Tax Act should not be used in any 
solution of this problem. 
B. Increased Recompsnse for Work done 
in Handling Export Traffic via 


Canadian Ports rather than via an 
Available Shorter Route through 


the Port of Portland, Maine. 

Canadian National's position in respect of 
the burden that it is required to assume in this regard 
pursuant to Section 21 of the C.N.R. Act is set out at page 
77 of its submission, dated September, 1960, and at page 
18500 of the transcript, also note at page 18601, et seq. 
Canadian National's recommendation (page 18502) is drawn to 
your attention, namely, that if it is to be a continuing 
requirement of national policy that routing preference be 
given to Canadian Atlantic ports the Edanne one cost to 
Canadian National of such policy should be calculated and 


paid to it out of the public treasury. 


Ge Free Transportation 


Canadian National in company with the other 
railways of Canada has placed upon it by law the obligation 
to carry on its trains, without any recompense, the members 
of the Senate, the House of Commons, Members of the Board 
of Transport Commissioners, officers of the Board of Grain 
Commissioners, Department of National Revenue, Post Office 
Department, and the Department of Immigration and Coloniza- 
tion. In addition, Canadian National extends to a consider- 
able group of the public specified under General Order of 
the Board of Transport Commissioners No. 656 the privilege 


of free or reduced transportation on its trains. 
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The Canadian National adopted new regulations 


regarding free transportation, effective January 1, 1961, 


as follows: 


l. 


(a) Certificates held by Members of the Senate 
and the House of Commons of Canada, Members, 
Officers and Staff of the Board of Transport 
Commissioners will continue to be honoured. 


(bo) Passes issued to Dependents of Members of 
the Senate and the House of Commons will be 
honoured until the end of the 1960-1961 
session of Federal Parliament. 


(c) Annual passes issued to Dependents of Cabinet 
Ministers will be honoured until the end of 
the 1960-1961 Session of Federal Parliament. 


Annual and trip passes issued to the following 
categories will continue to be honoured and the 
1959-1960 annual passes expiring December 31, 1960, 
are extended up to and including June 30, 1961, or 
until such time as new passes for 1961-1962 are 
issued: 


Governor-General, and staff, and families; 


Lieutenant-Governors and Members of Provincial 
Cabinets and Legislative Assemblies; 


Staff of Department of National Revenue of 
Canada; 


Staff of Department of Immigration & Citizenship 
of Canada; 


Staff of Post Office Department; 


Members of the Board of Grain Commissioners and 
designated staff; 


Forest Officers, Board of Transport Commissioners 


Dominion and Provincial Agricultural demonstration 
cars and necessary attendants; 


Canadian Forestry Association demonstration 
car and necessary attendants; 


United States Immigration and Customs Inspectors. 


Annual and trip passes issued to the following 
categories, expired December 31, 1960, will be 
extended to January 31, 1961, but will not be 
honoured thereafter: 


(a) Ambassadors, Ministers Plenipotentiary, Envoys 
Extraordinary, and High Commissioners of the 
Dominion of Canada, including their dependents. 


‘a 2 us » Ak a. oy. hae ye rs) 


=) 1 anbddadager wer. hes qoba. ne 


Twat ik ary F i - > “a 
fy { Loyd * I <duaet wvltonthe. 


* et . Se 

eae) , 2%e80Mer seesaw’ ae : pha yo a . 
Be . ~ hay ‘ ns hac en cel ny ~ * a : bd . 

th Soge nets SO Bykes PAT Te Tse bale Re 
; (DSTO NOT 1 Oe ears Tne aad, ee Lge Fata 


‘? ; . ' , ra? - oe Rika 


7 4 ; 4 b ; ” ue : a aed if * 5 i Pade j ty he iy ome ey ¢ a? Ami: 

} x ek ein ive i Swi) G40 CH SE A eras a Sie . ud 
oye ~ Li | ot delual i a rap (9° ieneey 

- 2 Qe kayoel BA IO Dah he bo FRE bysuogad i 

p - o ie 

[ 


+vORt r i, ar Lhiy 4" ; ; to sh eee . anh A 


* oF 
i) rie 
+ ra . » 
i) <i 4) bat L e we ea Piet 2 i < 
eit e + mae a sy ob 
7,0 wd Ah . : Nan iG 6.1 Or Ai 9 i 
iy. ; { A AO hy 
; ‘7 
i ; “a j Rhee wi k 
AS t ver rere ae en ee eee 
it fait { bh NU " de “% bP eet oa ah ow {vis LOMITA 
ieee ; Mane oir on Pee Me y 
eve A LT: ah (haa ea SOT ON i i SOs a9 Jap. 

“ mt } ay Seat a ig gv ‘ Pay hee yey ’ Vax M “i 1 eo ; my ae Pm a 
oe ee OCT Ls elk: mine aC ui ibe eekeey Tetone OOO] “i eee 
ea, By (ak OE Reg i. Some) Soot Cr babeeske Be hi 
“J np | f 5 r , ‘ oe ‘ i y si he le 6 dé b ” \ 7 

hae ‘ x ' M a . , ht Pf Og 7 ae ~ 6 Mee ae BS SPL a, 5 ve Tid iit 


rboweand. 


7; : oP) a La e "“ 
Pll i : ae } yee 14 ‘ 
| 
; 
[ \ ‘ u { 
) i 
5 : ; 7 al ; ‘ . : 
i] had ™* 7" Oy “a yy, seh’ — a ¥ a. oa 1 
> rs f . rau | BAB SO OrTrle voue TSS r@tu > 
Ae We bh iw bas ¥ Re eee a A r 
| at ° < La” re. yt ‘wey entds 3 f 


j ine — sid ache ~ ¢ oe 
ae i” Of anoles £0 Shen fel tm Vase. 


“Tw  * 
BOSSY 


a, 

7 j 
“ud P : - Aatis be - an ve ate Poss a 44 ed 
y, re fi 2 if i} oP : ; sie - eer tes ee) ie Wo ls Ph as L Tip7ge 
weer S% j ; " ia) RMD, to 


. sah on ty: . co 
eJaspReuve YIRCee0el, Swe &H9 mere), 
* ; # ; os Ps mh a _ . 
a) - » : s ~ is , agen 7 i. a 
NOL i roosh 30 £7 BLOOAS HK. y1g: eto’; rat fi Efi af) ' ‘he " i i 
, ie bs Ay <1 ae 
, M } (BA yt Ie VT" BEBO OBI ity TB a ee 
| 5 § Cs ia 


iy a aL vi 


AtOJ0ecanl, aaodedt. bac xo tree ghoml, ¢ onstB ay ber tau) oe: x4) 


c, Has! 


at Ki an hwellod, Olid OF OP vats BOCERE j abit dre - ; 
' pe -fiw . (wKiG f a Lk Fre eowi, be aia: 6 oi KOR 
ih Ni NGO. Red Ei tus ARE LE RAW Ot Deby 


’ Ps v 7. 
» ee, ‘ \ ' é Ae ¥) t 


ae ad? deem 


» , : By . aeey 
Mo En “to vas ey ola 04 cginn 64 etait is 


AS ihe y oat vigtt 2 ; I ai an eM ye 
ote i 3 iB eo e : ; 


24 


(b) Deputy Ministers of the Federal Government, 

and those having the rank of Deputy Ministers, 

as follows: 
Under Secretary of State for External Affairs; 
Dominion Archivist; 
Clerk of the Privy Council; 
Auditor General; 
Clerk of the Senate; 
Clerk of the House of Commons; 
Under-Secretary of State; 


Chief Electoral Officer; 


Chairman & Members of at Civil Service 
Commission; 


Chairman, Dominion Coal Board; 
Superintendent of Insurance; 


Director, Soldier Settlement & Veterans 
Land Act; 


Parliamentary Librarian; 

Queen's Printer; 

Chairman, Canadian Pension Commission; 
(c) Also the following: 

Members of the Air Transport Board; 


Members of the National Harbours Board 
& designated staff; 


Chairman, Canadian Maritime Commission; 


Officers and employees, and their dependents, 
Railway Branch, Department of Transport; 


Dependents of Members, Officers and staff of 
the Board of Transport Commissioners; 


Private Secretaries of Ministers of Federal 
Government, of Speaker of Senate & House 

of Commons, of Leader of Government & 
Official Opposition in Senate and House 

of Commons; 


Meat Inspection Assistants, Federal 
Department of Agriculture; 


Fire Rangers, Board of Transport Commissioners; 
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Ex-Ministers of Department of Transport, 
ex-members of Board of Transport Commissioners, 
and their dependents; 

Ex-Officers and staff of the Railway Branch 
of the Department of Transport and of the 
Board of Transport Commissioners, including 
their dependents; 

Officers, employees and their dependents 

of other railway or transportation 
companies; 

Officers, Agents and employees, and their 
dependents, of telegraph, telephone and 
cable companies; 


Members of the Press. 


In respect of the mandatory provisions of 
the Railway Act and other Federal statutes, covering the 
personnel referred to above, we would urge your Commission 
to recommend amendments to the appropriate legislation to 
provide that any of the members of Government or Government 
officers who require to travel by train do so in the 
manner presently appiicable in respect of members of the 
Armed Forces in Canada and members of the Governments of 
the United Kingdom and the United States, namely, by use - 
of a warrant for which the Railway would be reimbursed 
its normal tariff charges. We consider this proposal 
particularly necessary at this time when viewed in the light 
of the substantial deficit occurring in Canadian National's 
passenger train operations. We would, of course, continue 
to provide transportation for those who are required to 


perform their official Government duties upon trains. 


D. Railway Grade Crossing Fund 


The attention of your Commission is drawn to 
the burden placed upon the Railways by the inadequacy of 
the legislation providing for the Railway Grade Crossing 


Fund (pp. 18480-18484). It was considered reasonable by 
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the Board of Transport Commissioners in its Grade Crossing 
enquiry conducted in 1954 that a share of the maintenance 
of crossing protection should be borne by the Fund as well 
as by the parties involved. No one appearing before your 
Commission took an opposite view and it is respectfully 
urged that the recommendation of Canadian National (p.18484) 
that Section 265 of the Railway Act be amended to allow 
contributions from the Fund toward the cost of maintenance 
and operation of protection of any type at existing 
crossings and at future crossings should be favourably 
reported upon by your Commission. 

The removal of a major portion of this 
obligation from the shoulders of the railways and the 
municipalities, which can only continue to become more 
burdensome in the future unless relief is afforded, will 
greatly enhance the ability of such parties to contribute 
in the years to come to the expansion of protection devices 
and grade separations at rail-highway crossings throughout 


Canada. 
Eo Administration of Subsidies 


We have drawn your attention to the burden 
placed upon Ganadian National in the matter of administra- 
tion of subsidies provided for by the Federal Government 
(p.- 18510). We have shown that the cost to Canadian 
National of financing the time lag in obtaining reimburse- 
ment under these subsidies is of the order of $250,000 a 
year, and the direct out-of-pocket administrative cost 
is in excess of $60,000 per year. We have respectfully 
requested that action be taken to correct this situation 


by improving the method for obtaining reimbursement under 
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the subsidy to eliminate the time lag in receiving re- 
imbursement and also that the administrative costs incurred 
by the company should be reimbursed to it out of the 


general funds from which the subsidy is paid (p- 18513). 
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CHAPTER V 


THE POSSIBILITIES OF ACHIEVING 
MORE ECONOMICAL AND EFFICIENT 
RAILWAY TRANSPORTATION 


As Passenger Train Services 


The full story of Canadian National's 
passenger train services is outlined in the transcript 
(pp. 18416-18431). The passenger train services! 
operating deficit for the year 1958 is shown as $40,858,000 
(oC) . In arriving at this figure no allowance is 
made in respect of the value of free transportation and 
while the method used to calculate the various items of 
expense is the same technique as was used to calculate the 
cost of moving Crow's Nest grain, no allowance for any 
portion of general railway constant cost is included in 
these figures as the passenger train service is considered 
a by-product in contrast with the service performed in 
carrying grain, which must be considered basic to the plant. 

In addition, no investment or depreciation 
cost has been included in this estimate for the reasons 
set out on page 18419. During the course of the proceed- 
ings Exhibit 182 was filed showing the corresponding 
figures for 1959 with an operating deficit of 037.950 000s 

The reasons for this serious deficit 
position and the efforts which have been made in recent 
years to reduce it are shown in the submission of the Com- 
pany on page 18425. We have given an estimate of the 
savings resulting from passenger service reductions and 
adjustments which have taken place in the last six years, 
amounting to approximately $13,000,000 a year. Details 


of the efforts being made by the Company to promote its 
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passenger services are also set out at pages 18426 to 
18428 and a review of the Company's policy in selling its 
passenger services given at pages 18428 to 18430. 

Your attention is particularly drawn to 
the evidence of Mr. Hart, commencing at page 18546, where 
he outlines the views of Canadian National as to the future 
of the passenger business. It will be noted he bases his 
opinion upon analyses which have been carried out as a 
result of a massive market survey ‘carried out by Canadian 
National a year or so ago. He expresses the view that 
Canadians want and will continue to want, and need, rail 
passenger service in certain areas; that he believes 
Canadian National will be able to provide such service at 
an attractive price, at the same time changing or intro- 
ducing new types of services to meet demand as it occurs 
and where analyses indicate that we can perform the service 
at a profit. He points out at the same time that it is 
obvious we must abandon services which are clearly unprofit- 
able. 

This is the basis for the recommendations 
made in our submission that we should be allowed to abandon 
any unprofitable services except those which might be found 
to be necessary in the public interest and then we should 
be paid specifically for any loss occasioned in running such 
service just as if we had been hired to do so. Mr. Hart 
points out that we intend to compete aggressively in those 
areas where there is a good passenger travel market and 
that he does not believe that the passenger train is doomed 
by any means (p. 18548). It is his view that if we are 
given the opportunity which will be created by the changes 
in legislation proposed, we will be able to redesign our 
facilities, equipment and service to reflect the demand of 


the travelling public. In addition, at page 18548, Mr. Hart 
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stated our Company's position to be - "if this is done 
against the background of getting out of the uneconomic 
services or being paid to operate them, we will eliminate 
our passenger deficit and still remain a leader in mass 
passenger travel in Canada." 

It is well known, of course, that the rail- 
ways have made substantial progress in reducing or 
abandoning commuter services which cannot pay their way. 

In recent years we have reduced the areas where commuter 
services are performed from ten to three. We have also 
carried out negotiations with municipalities where services 
are to remain with a view to ensuring that these services 
are brought to at least a break-even position just as 

Riek y as possible. 

Concerning the matter of payment for work 
performed in providing a passenger service considered to 
be necessary in the public interest, the question was 
raised as to whether this might not in some cases be paid 
by others than the national treasury (p. 18555). Evidence 
was given on this point as to the number of local services 
now sustained by subsidy from the Federal Government in 
various areas of Canada mainly to provide steamship or 
other services in isolated areas which cannot support such 
services themselves (p. 18556). It is, therefore, Canadian 
National's view that the provision of such services, while 
they may be local in character, are in the national 
interest because they weld together the fabric of transpor- 
tation throughout the whole of the country in much the same 
way that the provision of services by the C.B.C. in remote 
areas is in the national or public interest. In our view 


the provision of ferry services and steamship services is 
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exactly comparable to the position we take in respect 

of passenger services and branch lines. On the other hand, 
commuter services do not fall in the same category as they 
are clearly matters of local interest and we propose to 
deal with them as such (p. 18557). 

We would refer you again to the recommenda- 
tion made by Canadian National in respect of its passenger 
train services where it suggested an amendment to the 
Railway Act (p. 18430) as follows: 

"315A. (1) Notwithstanding anything in 
this or any other Act the company may, subject 
to this section, discontinue the operation 
of any passenger train service whenever the 
revenues from such service fail to meet the 
cost of operation. 

(2) Ninety days' notice of any 
decison of the company to discontinue any 
passenger train service shall be given to 
the Board. 

(3) The Board may, with the 
approval of the Governor in Council, by order, 
restrict or forbid the exercise of any right 
under this section whenever, in its opinion, 
the maintenance of the service is required in 
the public interest. 

(4) The amount of any loss to the 
company arising out of any order made pursuant 
to subsection 73) shall, upon verification and 
certification by the Board, be paid to the 
company annually out of the Consolidated Revenue 
Fund." 

It is Canadian National's view that this 
amendment to the legislation will enable a concerted 
attack to be made on its passenger deficit and that the 
deficit can be eliminated by getting rid of those 
services which are uneconomic and not required in the 
public interest and at the same time providing for a 
means of payment in respect of those services which are 


required to be retained in the public interest. 


The difficulties being met today by 
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Canadian National in attempting to get rid of uneconomic 
passenger services are referred to at page 18623 where 
Mr. Hart, replying to a question by Mr. Fournier, Q.C., 
explained the difficulties encountered in endeavouring 
to abandon the suburban service between Montreal and 
Vaudreuil, which took some six years to complete; also 
our efforts to abandon an uneconomic passenger service 
between Ottawa and Barry's Bay, which began in 1958 and 
is still before the Board of Transport Commissioners, 
hearings having been suspended pending the assessment of 
the results of a trial operation requested by the people 
of the area. Also mentioned was the recent case of a 
reduction in passenger service between Montreal and 
Hawkesbury, Onzario, which would have eliminated passenger 
service between Hawkesbury and St. Eustache. This case 
was heard in 1959, and despite possible savings of $40,000 
a year the application was denied by the Board even though 
a local bus operator appeared and gave evidence as to 
the sufficiency of his service and that he was prepared 
to carry the people being handled by the railway. Also 
mentioned were cases heard in the summer of 1960 dealing 
with the elimination of passenger train service between 
Fredericton and Fredericton Junction, N.B., and between 
New Glasgow and Oxford Junction, N.S. Both cases have 
now resulted in judgment favourable to the Railway but 
only after strenuous opposition by representatives of the 
various municipalities had been heard and considered by 
the Board for some months (p. 18625). 

A more recent case was also referred to 
concerning train service between Montreal and es Remi, 


P.Q., reported in the Board's Judgment dated October 17, 
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1960 (16 J.O.R. & R., 296). In this case where the 
Railway Company had reduced its mid-week service, it was 
required to answer a complaint of the residents of the 
area that the remaining service was not suitable and 
adequate despite the fact that its loss on operations 
was $82,500 in 1959 and the savings which reduced train 
service would bring about were of the amount of $67,300 
annually. The Board found at page 299 of the judgment: 


"Although I am satisfied that the 
people living in the area between Morin 
Heights and Lac Remi were not adversely 
inconvenienced by the reduction of the train 
service during the .mmer months, I believe 
that after the bus service provided by the 
Provincial Transport Company is discontinued, 
the passenger train service offered by the 
railway will be inadequate to serve the needs 
of this population. 


“It has been established that the 
railway is operating its passenger service 
at a loss on this railway line and its 
desire to improve its financial position is 
understandable. However, it is my view that 
the schedule of trains should be so arranged 
as to serve the people as adequately as 
possible in their need for passenger train 
service." 


Further on, on page 299 of the judgment: 


"Because of the lack of alternate 
service (except during the summer months 
and the difficulty of keeping the roads 
open in winter time, I feel that the railway 
has the obligation to provide a service com- 
mensurate with the needs of the people living 
in this area. 


‘It is my suggestion that the 
Canadian National Railways should on or 
before October 29, 1960, rearrange its 
passenger train schedule on the Montfort 
Subdivision for the period during which no 
bus service is provided, north of Morin 
Heights, so as to have a passenger train 
dur:ng the week that will permit travelling 
from Lac Remi and intermediate points to 
Montreal and return on the same day. Should 
the railway not agree to this suggestion, 
this Board will consider issuing an Order 
reinstating the train service as it existed 
prior to June 22, during the period referred 
to above." 
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In the result, therefore, the Board's 
suggestion was accepted because it was cheaper for the 
railway to do this rather than have the old train service 
reinstated, even though the betterment in its annual 
position which it expected from its proposed curtailment 
in service was somewhat reduced. 

Why must the railway be regarded as the only 
one with a responsibility to provide service? Even if 
this is so, why should it be required to do so at its own 
expense? Why should not the bus company, which has taken 
the railways! summer business away, be required to give 
service in the winter also, even if this means increased 
expense for the bus company or the provincial or local 
government in keeping the roads plowed out in winter time? 
This conception of responsibility must ohare and if the 
railway is to be called upon for standby or bad weather 
service it should be hired to provide it and be paid for 
work performed§ 

As your Commission is aware, it is Canadian 
National's view that the change in legislation we propose 
will alter the general environment in which these cases 
will be considered before the Board. A strong recommenda- 
tion from your Commission will do much to educate the 
public that they will have to accept far less passenger 
train service in areas where alternate services are avail- 
able even though such alternate services may not be as 
satisfactory or convenient, for the simple reason that it 
is of paramount importance to the people of Canada that 
the large passenger train service deficits on Canadian 
National be eliminated. It is our view that this can. only 
be accomplished by vigorous action on our part taken 


pursuant to realistic legislation placed upon the statute 
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books following a recommendation from your Commission. 

The Commission will remember that with 
the exception of the Province of Quebec no one appearing 
before you voiced any contrary opinion to that expressed 
by Canadian National on the general principle of the 
necessity of action being taken by way of legislation 
which would enable these passenger train deficits to be 
eliminated. In fact, witnesses for all the Western Pro- 
vinces and the Maritime Provinces appearing before you 
have supported the proposition that uneconomic passenger 
services should be eliminated and that any such services 
which are required in the public interest should be 
maintained at the expense of others than the railway 
company. 

In these circumstances we strongly urge your 
Commission to take clear and decisive action to deal with 
this large deficit area in Canadian National's operations 
and the greater good, not only of this Company, but of all 
people of Canada can be the only consequence of such 


action. 
Be.  Uneconomic Branch Lines 


Ganadian National's position in respect of 
uneconomic branch lines is found in the transcript, 
ppe 18458-18467. In this part of its submission Canadian 
National has set forth the detail of what has been 
accomplished over the past years in its efforts to get 
rid of uneconomic branch lines. It has also told your 
Commission,(p. 18460) the action it is presently taking 
in reviewing such lines, thus continuing the process of 
obtaining as much relief as possible in this area. In 


dealing with this problem, as in the case of passenger 
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train services, our efforts meet strenuous opposition. 

To date only the most obvious cases have been dealt with 
before the Board. It is our view that here also a 
proper legislative foundation must be developed in order 
that a realistic approach to this problem may be had. 

We feel the suggestions which we have offered will enable 
such an approach to be made and at the same time fully 
protect such public interest as may be involved. 

The nature of the opposition met by the 
railway when endeavouring to divest itself of uneconomic 
branch lines can be seen from the opposition met by 
Canadian National in the hearing of three applications 
in May of this year in Western Canada, namely, the Rapid 
City Subdivision, the Oakland Subdivision and the Wakopa 
Subdivision. In each case the railway's proposal was 
strongly opposed by the municipalities, the elevator 
companies concerned, Members of Parliament, members of the 
local Legislature and individual farmers who appeared by 
the dozen. Similar opposition has been met in nearly 
every case in recent years and in many instances has 
resulted in substantial delay in obtaining relief. 

Mr. Hart was asked at page 18623 - "Could you 
tell the Commission how many applications of abandonment 
have been denied by the Board?" Since this question was 
asked the Board delivered judgments in two cases, namely, 
those involving the Rapid City and Wakopa Subdivisions. 

The railway applied in 1959 to abandon its 
Rapid City Subdivision running for 75 miles from Hallboro 
to Beulah in Manitoba. This was the second attempt to 


abandon this line. The opposition was strong and vocal. 
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By its Judgment and Order dated December 2, 1960, the 
Board denied relief despite substantial losses in operations 
during recent years and a similar prospect for the future 
because it found the inconvenience to the farmers and grain 
companies outweighed the burden which continued operating 
loss would place upon the railway. If the line were 
abandoned farmers would have to haul their grain a greater 
distance to an elevator and the grain companies would lose 
the value of ee buildings on the line. This is not 
denied but surely the rules are wrong. When the railway 
is in a substantial loss position with no better prospect 
for the future, it should not be required to perpetuate: 
this loss because others, who are carrying on their 
business at a profit, would suffer some loss or hardship. 
The railway should be allowed a Se it cannot 
make the line pay, with the proviso that if the line e 
needed in some public interest the railway should, in effect, 
be hired to provide it and should be reimbursed for losses 
sustained in keeping the line operating. This would place 
the burden and responsibility where it properly belongs. 

| The second case involved 80 miles in 
Southern Manitoba, known as the Wakopa Subdivision. The 
facts and evidence of hardship were similar to the Rapid 
City case, with the difference that the railway's annual 
betterment from abandonment was greater and the cost to 
farmers of longer hauls to alternate elevators lower than 
in the Rapid City case. By judgment, dated December 5, 
1960, Order No. 103194, the Board granted partial relief 
only, directing that the Company retain 18 miles of line 
with no evidence to show it could expect to operate this 


portion profitably. 
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We do not suggest that those affected by an 
abandonment should not have ample opportunity to present 
their views. Nevertheless, it is felt that the time has 
come when all concerned should have before them a set of rules 
governing such matters which meet the needs and requirements 
of 1960. In particular, the railway should not be pre- 
cluded from making substantial economies where alternate 
services are available even though they might prove to be 
less convenient or even more expensive than the rail service. 

Those appearing before you, and particularly the 
western grain interests, have intimated that the railroads 
should not have general freedom to make any mass elimination 
of their branch lines. Our witnesses have told you that 
they are examining ab our light density lines in order to 
see whether any of them should be considered candidates for 
abandonment, but they have also said that we have no inten- 
tion of carrying out a wholesale abandonment of line 
programme. We are much more interested in approaching the 
problem in a realistic and rational fashion following dis- 
cussions and consultations with all parties who may be 
affected. In fact, the evidence before you is to the effect 
that Canadian National's representatives are today pro- 
ceeding with a general study in Western Canada, in company 
with the grain trade, the provinces and municipalities to 
see what can be done to revise the rail pattern in this 
area (pp. 18649-18658). 

Canadian National's proposal for creating 
more favourable conditions within which to deal with branch 
line problems is entirely consistent with this approach. 
With the legislative change we have suggested, we would be 
able to proceed with the orderly abandonment of those lines 


which are uneconomic and not required in the public interest 
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and at the same time define those lines which are required 
to be retained in the public interest and be reimbursed 
for the loss incurred in maintaining them in being. This 
certainly would be in the interest of all concerned and 
fully protect any public interest involved. and lead to 

an orderly approach to the whole problem over a reason- 
able period of time. 

The suggested amendment to Section 168 of 
the Railway Act which would bring about this change and 
enable a rational approach to be made to the problem is 
set out at page 18479. 

Some parties appearing before you expressed 
themselves in favour of delay in the implementation of an 
order authorizing a branch line abandonment so as to 
provide time for those adversely affected to arrange their 
affairs. A general summary of the views of those appear- 
ing on the branch line problem and also the pronouncements 
of the Board on the usefulness of a delay period will be 
useful to your Commission. 

The Province of Alberta did not make any 
specific proposals concerning branch lines, but witnesses 
appearing for the Province in presen de various briefs 
agreed that the railway should have maximum freedom to 
eliminate uneconomic branch lines and services. The witness 
for Alberta Wheat Pool agreed that we should have freedom 
to abandon uneconomic branch lines and expressed himself 
as being in favour of postponing the effective date of an 
abandonment to alleviate its impact (pp. 587-6) « 

The Farmers! Union of Alberta agreed to 
the abandonment of uneconomic branch lines, retaining the 
elevators for storage purposes. They agreed that a sub- 


sidy should be paid to the railway if a line is kept in 
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the public interest (p. 5737). 

The Province of British Columbia's brief, 
Part I, on page 46, outlines the Government's policy on 
this point to be practically the same as Canadian National's 
(p. 6938). The Vancouver Board of Trade also favours 
abandonment of unremunerative services (548631 1es 

While the Province of Saskatchewan does not 
mention this point in its submission, most of the farmer 
organizations from that Province suggested that when lines 
are Seance! period of waiting should ensue before 
abandonment becomes effective (pp. 5290-2). 

The Province of Manitoba stated its position 
at page 69 of its submission as follows: 

"What we now suggest is that logic 
demands a similar approach to all deficit 
operations of the Railways. In short, 
those operations of the railways which 
result in deficits should either be abandoned 
or if they are found to be in the national 
interest, the deficits incurred in their 
continuance should be met by subsidy from 
the national treasury." 

The Province further proposed a branch line trackage 
maintenance fund which would reimburse the railways £or 
losses sustained in maintaining uneconomic trackage and 

at the same time reduce the revenues of the railway companies 
by a similar amount by means of reduction in non-competitive 
rates. The theory behind such a proposal is that the 
non-competitive rates today are artificially increased by 
the amount of deficits occasioned in branch line operations 
and in other operations. Canadian National does not agree 
with this hypothesis. Surely deficits of this type which 
are occurring on Canadian National are reimbursed from 

the pockets of the taxpayer since they become part of the 


general deficit of the Company in those years when deficits 


occur. Canadian National therefore is opposed to the 
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concept of a branch lines trackage maintenance fund. 

| Manitoba Pool Elevators! proposals are 
not inconsistent with those of Canadian National (pp. 
4462-67 and pp. 4510-15), and neither are those of the 
Manitoba Farmers! Union (pp. 4848 and 4869). The Winnipeg 
Chamber of Commerce supports the Railway's prOnOnETe to 
abandon uneconomic lines and services (p. 4599). 

United Grain Growers supported the 
general proposition that uneconomic lines should be 
eliminated but suggested that the Railway Act should 
contain a specific provision enforcing upon the Company 
a fixed period of delay in proceeding with abandonment of 
a branch line. Mr. Brownlee, Q.C., who appeared for this 
organization, suggested a delay of up to five years Cpeleel 7 ys 

Canadian National is opposed to any such 
period of delay in the implementation of a proposal to 
abandon a branch line which is uneconomic and not necessary 
in the public interest. It is, however, mindful of the 
fact that some inconvenience and loss may be occasioned to 
the parties concerned. However, a review of recent cases 
dealt with before the Board indicates that in most of them 
more than one year and in some cases more_than two years! 
warning is given to those affected of the impending abandon- 
ment of a line. We would refer specifically to the Scotia 
Subdivision in Nova Scotia, abandoned by Order of the 
Board of Transport Commissioners, issued in March, 1955, 
where the principal industry concerned was notified of the 
Railway's intentions in February, 1953; the Connors Sub- 
division, New Brunswick, where an abandonment Order was 
issued in September, 1960, and principal shippers on the 
line were advised of the proposal by Railway officers in 


October, 1958; the Irondale Subdivision, Ontario, where 
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shippers were aware of the proposal substantially in 
advance of the filing of the application dated December, 
1958 and abandonment was authorized not prior to April, 
1960; the Locksley Subdivision, Ontario, when notice to 
the public preceded the filing of an application in 
December, 1959 and Judgment was given authorizing abandon- 
ment not earlier than April 1, 1961. 
In a very recent case dealt with by the 
Board, being the abandonment of a portion of the Oakland 
Subdivision between Amaranth and Alonsa, Manitoba, the 
application was dated October 26, 1959, and Order of the 
Board No. 103027 issued on November 23, 1960, authorizing 
abandonment, stated as follows: 
"The said abandonment shall not take 
place earlier than June 1, 1961, and on 
not less than ninety days’ prior notice 
filed with the Board and posted in the 
stations on the said line for the infor- 
mation of the public.” 
In its Judgment in this case, dated November, 1960, the 
Board recognized the need for some delay: 
"In order to facilitate the movement 
of the 1960 crop this abandonment will 
take place not earlier than June l, TOO seat 
In the Rapid City case the Board's 
Judgment, dated December 2, 1960, commented on the 
suggestion that the railways should be required to give 
five years’ notice of its application to abandon. 

"It is, of course, desirable that 
applications made to the Board should be 
based upon long range planning. The 
value of length of notice that an 
application will be made is doubtful." 


Again in the Wakopa case this point came up and was 


dealt with in its Judgment, dated December 5, 1960; 
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while it is not required by The 
Railway Act, I cannot agree that any 
longer notice of application for abandon- 
ment would serve any useful purpose. No 
assurance has been given that a serving 
of five years! notice would result in 
preparations being made for that day, and 
the inequity of requiring the Railway to 
postpone abandonment of a line which is 
operating at a loss for that period is most 
apparent to me. I might mention at this 
point that the application of 1940 for 
abandonment of most of this line, and the 
removal of agents subsequent to that date, 
did not seem to have served as a warning 
that the application might well be renewed." 
In such circumstances it is Canadian 
National's contention that any statutory period of delay 
or any other method of providing delay as suggested by 
United Grain Growers or others is unwarranted and un- 
necessary in order to give a fair period of time to 
those affected by a line abandonment to adjust their 
facilities and affairs. At the same time any longer 
period of delay than now occurring would react seriously 
to the detriment of the Railway in its struggle to 
| 
eliminate uneconomic services. 
Ce General Reorganization of 
Canadian National Railways? 
Plant and Facilities 
The record of what has been accomplished in 
this regard in the past few years is set out in the 
transcript at pages 18431 to 18470. We have advised 
your Commission of the general efforts which have been 
made to achieve more efficient and economic transportation 
through dieselization; the use of faster and larger trains; 
increased use of modern technical equipment such as 
centralized traffic control, radio and mechanical data 


processing; the tremendous advances in mechanization of 


road maintenance forces, and the modernization of yards 


aL nas 
oe a T yd bewtey ot - | 
Ph | | er? dons eete ate: 
| . _snobaada 0% noite pas 
| ok .asoquseg Jotess a 
| BA VISe tad? moved en 
. mE #iveen filgow peers 
2) bos, yeh ted? 19?) eben arte 
Nae od tewlLiaw edd aria o to 
vi | et Aoki oat. 20 Soaamobtias ‘ upeat 80¢ 
They | seom al. Solied. tame sot eaol s gp) Bs chet 
ath elthi?e we ‘qokenan sy wad ye Pi ot Joetecqs 
i 4 SOL DARL RS pe? paotloge edd vent’ ming 
va edt bre snk may Yo seam Yo) themnobneada 


om | an - ee 


Vy oe 


+ ark 
7 1a% 


; of Srowpesdve sitoega to Lavomey a 
tt a grb ne 1 3 38 bevie® oVad ot moon; dom BED. 


a . mF” 4 Pies is 
" Dewenes 2¢ Lfow dityim noiseotiogs rhe ; weds | 
Pad ; i j ths if, 
J 7 ie het . ee 7 OLLI N! errang 
ER Ee be! ot bre os Tj aD OieI Rs muy: ' ean oy) dou . fh oh ; Ni wr hia 
i ; : ve ; AO) 
Vv f . ‘ ‘ (% #4) ‘ a 1 : : Fae y A sy) A 
yeieh to bohveq Ytouiweck yce od aris gods jetneo | ‘e' feaot 2 
! CO A | ae 
: f. non ie re az ys a NA ie i. 2 
YO OT i NR BU Vor isa “Boity bia ™ go 
vt eh : Y ) ) x | 
| tt Davy: he here aE arincito. 4b 4 eve Py 't) nt ted, off 
t a ert aw i 4s el Me)? oa ee (ar A * 
P PRT Id Soskog wlal 8 avis oy ebro mt \ Seraena. 
0) y § n 
7 } i 


or » sO ae in) ee oe ; i es 

“sons Sos Toe ov Gremntgbreds eabirg ed : otis 6 MH 4 

\ ; ‘ae rh Mi, i 
> | ‘Sopoaol Wee enhy amar ocd FA sOtlLOrAS ee aslatita, 98. a! 


¢ . J - of oe 
oo . of mk ywswlish edt Ye areata ad 
eh BOIOCVYIHS OF MOT ooenur 5 Joainhle- 
; ; 
“ 2 eh ok teat ,. ‘ 
i iden tasg Ded, Lars. vot) «0 
7 q rf aa . ' 
y Jo FL ‘igh aad a ee vA 1 Bibs, Te 4) ; ? : 
TelLiios? pre gnarg | oe I 
fe awe 5 dee ee eet Ce ee ee ea ee re 
7 As - 
"Yt ’ i - ' 
a ee Pee ae ape ae a ane oP fry 
iy if HOne lS LOMOSO8 Nese Bs hatin tO SYodet eff : 
pe at cf ; , 
Ha 


fy a aig af geo. tee 21 et Ssyv wok rh one BAA brogen, 8, ‘a J 


‘ Sa CVYosL © V tat) ES sOV aS! Be £ at sao oR dabanes 


vy 
a = J y 
, 


isidw ed¢oite: J BISASS sibs. ad ne fee tomb0. * JON 
onal ae 
Wits cogansw7, obuovoos ban sundial Like exon avetios x ot 
= FS Ss Aah 
Lk? ewtTet bog Sedasl te CaM oid Mobdead oeedh, 


an J906. Tish bape Lan bint et abbom 20 whe, ee 


a0 


+ bets m 


0 Jeglwotoem Herd other sfoxaneo, 
> Obs fnecloeat ct seoaevbe sodhanlie enh 


, He Wx oe 
stay 1 hie nay fi Hi é 


IIo Fy 


44 


and equipment. We have also told you of the advances being 
made in respect of merchandise and piggyback services. 

Canadian National expects to attract much 
new traffic and to be able to handle it at less cost and 
provide better service to our customers through the 
development of its merchandise services. In addition to 
reorganizing the handling of small package goods by rail- 
way this service envisages the extended use of highway 
services in conjunction with rail operations. 

It is respectfully suggested that the 
Commission should ensure that no obstacles are placed in 
the path of the railway which would hinder the develop- 
ment of its merchandise services. This is so because if 
Canadian National is not able to develop its collateral 
highway services along with the alterations being made in 
its rail services to produce a fast and efficient method 
of handling its small package, L.C.L. and express business, 
not only will it suffer in its inability to improve its 
net revenues but the public it serves will also be the 
poorer. We would respectfully urge that your Commission 
should do all in its power to encourage the development 
of this new method of handling traffic and support the 
proposals and plans now being put forward by the railway 
in this connection. 

The same general request is made in respect i 
of piggyback services. While this new type of service has 
developed rapidly on the railways in recent years, there 
is still a great future for its further development. 

Evidence has been given to your Commission 
that in some provinces of Canada restrictions are today 
being placed upon the development of piggyback services. 


Also you have been told that such services should be 
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closely regulated because they might tend toward a rail 
monopoly (p. 20154). It is respectfully urged that such 
counsel should be promptly set aside on the grounds that 
the development of piggyback services can only bring 
greater benefit to the shippers of Canada; that its use 
is almost entirely found within the competitive area, and 
therefore, it is subject to the stern discipline of the 
market place; and that the railway's obligation under 
Section 315 of the Railway Act to provide suitable and 
adequate accommodation for the traffic offering protects 
the shipper, whether he be the ordinary shipper or a 
trucker shipping a trailer, from any possibility that 
the railway might act to his detriment once he has become 
committed to piggyback services in a large way. 

Piggyback is a competitive tool and con- 
sidered most desirable by the shippers of Canada as a 
means of moving freight. It is recommended that nothing 
be done which would limit the flexibility and usefulness 
of this competitive tool by way of circumscribing or 
regulating its use. The interests of the carriers involved 
and the competitive nature of the traffic itself wiil 
adequately control the use of such services, subject at 
all times to the over-riding jurisdiction of the Board 
under the present provisions of the Railway Act. 

At page 18467 of the transcript, Canadian 
National points out that in the task of reorganizing its 
railway facilities much more needs to be done than the 
enactment of the legislation required to deal with the 
elimination of unnecessary branch lines and deficit produc- 
ing passenger services. The time has arrived when the 


Railway must look at the whole of its operations and the 
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facilities which it offers to the public and endeavour 

to consolidate or eliminate many of its stations and 

other facilities throughout the country and to effect 
substitutions of more economic types of service, either by 
rail or by highway, for the conventional type of service 
it has offered in the past. Also, it is convinced that 
there must be a close integration and co-operation between 
its rail and highway services and between the services 
which it offers and those offered by any other highway 
carriers. 

Your Commission has been told of a start 
along this line in Western Canada where a special team of 
Canadian National officers is studying the rail See ieetione 
of the Company, with 4 view to seeing what changes or 
alterations can be made so that the shipping public may 
be better served and at the same time effect economies 
in operation. Talks have already been had with provincial 
government officials and officers of grain handling 
organisations as well as others and will proceed as quickly 
as possible in the hope of developing a realistic plan of 
reorganization of our facilities in Western Canada. It is 
Canadian National's view that your Commission should support 
and endorse and encourage such efforts on the part of 
Canadian National and that it should urge the public 
| concerned to cooperate and support such endeavours in the 
long term interest of the area in which they live and of 
Canada as a whole. 

You have been advised of the beaion which 
has been taken in the last ten years to eliminate un- 
necessary stations on Canadian National lines in Ganada. 
While this has produced economies substantially over 


$1,000,000 a year already, and the programme is proceeding, 
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nevertheless, Canadian National has had only approximately 
75% success before the Board of Transport Commissioners 
in making these changes. Canadian National submits that 
more weight should be given to the savings which the 
Railway can achieve by eliminating stations and dis- 
continuing agencies and less weight should be given to 
objections by municipal authorities based on local 
prestige. ~ 

| Canadian National urges your Commission 
to deal with this general question of the need for action 
and planning in the immediate future, looking toward a 
greater consolidation of railway plant and facilities 
with a view to achieving economies in railway operation. 
It is respectfully Seater at that this aim will be much 
more readily achieved if your Commission would by its 
report create a favourable climate for this work of re- 
organization and also urge upon the public, the railways, 
the labour organizations, and other interested parties, 
the necessity of cooperating and preparing and carrying out 
such plans of consolidation because they are in the interest 
of not only the general public of Canada but of the shipping 
public, who use these services as well. It is Canadian 
National's view that energetic action toward this end, 
supplementing its proposals for elimination of uneconomic 


services, will produce substantial benefits for all concerned. 


De Co-ordination of Rail- 
Highway Services 


Canadian National gave your Commission 
its views on road-rail integration and the need for 
co-ordination of these two services within the Canadian 


National's transportation enterprise because it is aware 
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of the objections taken by various segments of the truck- 
ing industry to its developing a stronger trucking arm. 
The matter has been fully aired before your Commission 
and certain conclusions can be drawn from the evidence 
placed before you. 

A general statement of Canadian National's 
position in this matter is found at pages 18507-18509 
of the transcript. In addition, full details of the 
acquisitions made by Canadian National in recent months 
were placed on the record following a request received 
from Counsel for the Province of Quebec (pp. 18669-18676). 
The evidence of the witnesses for the Company made it 
clear that Canadian National's entry into the trucking 
field is being undertaken with a view to supplementing 
its rail services by collateral trucking facilities. It 
proposes to operate short haul and long haul trucking 
operations in close co-operation with its rail services 
and where conditions indicate it will integrate its rail 
and highway operations in an effort to produce the most 
favourable overall transportation result in so far as 
its shippers are concerned. 

Canadian National's objective is to 
develop a pattern of rail and highway services which 
will obtain both for itself and its customers the benefit 
of co-ordination of these two modes of transport (p. 18647). 
It plans to do this not only in the areas where it is 
competitive with Canadian Pacific but also in its local 
areas where it is providing the only rail service. It 
4s the earnest opinion of the Company, following a detailed 
study of the problem, that there are many shippers in 
Canada who have expressed a desire for both rail and 


highway services and in some cases a combination of both, 
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and that in providing a complete transportation service 
“at will enhance its competitive position with other trans- 
portation agencies and materially improve its net revenue 
position. At the same time, it will provide for shippers 
throughout each province of Canada today dependent solely 
on Canadian National for rail services the benefits which 
will flow from having available to them a fully rounded 
rail and highway service. 

) Those appearing before your Commission on 
behalf of the Provinces or provincial organizations did 
not take a view contrary to that of Canadian National and 
did not oppose the railway entry into the trucking 
business. They supported the general proposition that 
the railways must pe ene to meet competition where they 
Piyd 1%. In this respect, note partacularkyithe sub- 
mission of the Province of Manitoba, at page 37, and 
the Winnipeg Chamber of Commerce (p. 4601), and also the 
Regina Chamber of Commerce (pp. 5421-22). 

In Ontario, the St. Catharines Chamber 
of Commerce suggested the railway should be able to 
substitute trucking services where necessary and did not 
object to the railway entry into the trucking business 
unless, of course, problems of monopoly should arise 
which they did not consider as a problem at the moment 
(p. 10158)).. 

Among those opposing the development by 
Canadian National of ancillary highway services was the 
Quebec Trucking Association, who objected on all grounds, 
and particularly the broad one that entry of the railways 
into the trucking business should be stopped and highway 


services left to be performed by truckers only (p. 7950). 
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The Canadian Trucking Association in its brief at Chapter 
9, deals with this question and they warn that the rail- 
ways will attempt to re-establish their old monopoly. 
The Association recommends stricter scrutiny of Canadian 
National's trucking enterprises and suggests that they 
should be restricted to those areas where private truck- 
ing firms are not providing the service proposed by the 
Railway (pp. 11299-11304 and 11551-11558). Another 
witness supported the Canadian Trucking Association, 
claiming that the railways might attempt to create a) 
monopoly position if they are allowed to gain too large 
a share of the trucking business and that action should 
be taken to prevent further development of railway truck- 
ing services except in those areas where they would be 
substitutional for rail services or where established 
carriers were not providing a service (pp. 20199; 20220). 

Both the Canadian Trucking Association 
and the witness in question agreed that truckers should 
have the right to object to the railways! competitive 
rates and agreed charges and that a limit should be put 
upon the volume of traffic that a railway might contract 
to carry under agreed charges. 

Canadian National is strongly opposed to 
any one having the general right to object to the price 
of its services, except the users of those services. 
Certainly no competing carrier should have the right to 
complain. We have said that in the competitive area 
competition will protect the shipper and in the non- 
competitive area the Board should exercise its existing 
jurisdiction to ensure that rates are just and reasonable 


to both shippers and the railways. We see no reason 
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whatsoever why the trucker should have any right to 
protect his competitive position by objecting to the 
Railway's charges. The Board will act under Section 334 
of the Railway Act if it suspects rates are not compen- 
satory and the shipper, of course, can always object on 
the various grounds open to him under the legislation. 

If the trucker is in an uneconomic 
operation and the lowering of railway charges will force 
him to forgo traffic and seek other goods to haul, then 
it is in the interest of the public of Canada that the 
low cost carrier should handle that business as long as 
it does not place a burden on any other traffic. Canadian 
National objects to any restrictive legislation such as 
that proposed by ene truckers or any interference with 
its right to quote competitive rates to its shippers. 

The truckers have entered the competitive 
field and built up a strong and vigorous trucking industry 
throughout Canada by competing with the established 
carriers and winning a large portion of the transportation 
market. Now, when the railways are struggling back.to retain 
their existing traffic and expand their share of the trans- 
portation market and try to use their inherent advantages 
in this regard, the truckers come forward and ask for 
protection of their competitive position on the general 
ground that they fear a railway monopoly. Canadian National 
has no desire to drive the independent truckers out of 
business, but it has a duty to give services required by 
the shippers at rates which reflect the economic advantages 
evatlabiie “Yo Lo. "“Such: action’ can only result in better 
service for the public at more reasonable rates. 

On the question of entry of the railways 


into the trucking business, Canadian National says that 
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it has an inherent right, as a national transportation 
agency, to endeavour to provide those transportation services 
which shippers are demanding today. Canadian National's 
great transportation enterprise must move with the times 

and be prepared to meet the developing needs of the 

shipping public. | 

Canadian National also considers that it 
should be able to provide for the people in the areas 
which it serves exclusively a full transportation service 
either by rail or highway or a combination of both as 
the shippers there may ask for or require. Certainly 
shippers in areas served only by Canadian Pacific are, or 
will be, given this choice of service. We wish nothing less 
for the people of Canada that are served exclusively by 
Canadian National. 

Canadian National seeks for itself only the 
freedom to compete with other highway services for business 
which the Canadian shipping public offers for carriage. 

We deplore any suggestion that any carrier should seek 
protection in the competitive field where its rates should 
not be lower than necessary to meet competition and should 
be compensatory, i1.e., return variable cost plus some 
contribution to overhead. With these safeguards it should 
be left to the shipper to decide which mode of transporta- 
tion he desires, depending upon price and service available 
to him. 

In this connection the report of the Turgeon 
Royal Commission, at page 153, should be noted where the 


Commission concluded: 
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"It would seem that operation of trucks 

may be an essential and complementary 

part of railway operations, or especially 
in view of changing conditions. Under these 
circumstances it does not appear reasonable 
that railways should be prohibited from 
operating trucks or truck lines. There 

is no evidence to show that there is danger 
at present of the railways stifling com- 
petition by ownership of trucks. This 
would be a matter to be dealt with if and 
when the occasion arises." 

It is submitted that no evidence has been 
brought before your Commission that there is any danger 
at present of the railways stifling competition by 
ownership of truck lines. The Canadian Trucking Associa- 
tion and also the Quebee Trucking Association have 
expressed fears that the railways might try to create 
monopoly conditions. In this connection, however, it 
should be remembered that the old railway monopoly stemmed 
from the fact that there was only one right-of-way and 
it was owned by the railway and was not available for 
any one else's use. Today the Queen's Highway extends 
practically throughout Canada and it is available for the 
use of any one who pays normal licence fees. With such 
conditions there cannot be a monopoly. 

Highway services are available or potentially 
available as an alternate service to rail or rail and 
truck service. In fact it was said at page 20177 that 
Mall freight is potentially competitive at the present 
time™ and at page 20212 that there is actual competition 
today "over the greater part of the area, and over the 
very greater number of commodities". In addition, 
experience has shown that the flexibility of truck trans- 
port includes the ability to get in and out of the 


trucking business very quickly. Therefore, should one 


carrier obtain control of substantially all land transport. 
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in a certain area and endeavour to act in a monopolistic 
way, ices increase rates substantially, competition by 
highway would spring up just as soon as it was economical 
for it to do so. 

It will bear repeating to your Commission 
that Canadian Nationalts objective in going into the 
trucking business is to broaden its transportation enter- 
prise so as to be able to offer to its shippers a co- 
ordinated, planned transportation service and that it 
proposes to use rail or road or combinations of both in 
a manner most conducive to improving its net revenues 
and providing a better and more desirable service to its 
customers. It has no desire to drive the truckers off 
the roads. There is no desire to create monopoly con- 
ditions but on the contrary a clear intention to make 
itself fully competitive not only with the trucking 
industry and with private carriers, but also all other 


common carriers. 
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CHAPTER VI 


WHETHER, AND TO WHAT EXTENT, THE RAILWAY 
ACT SHOULD SPECIFY WHAT ASSETS AND EARN~ 
INGS OF RAILWAY COMPANIES IN BUSINESSES 
AND INVESTMENTS OTHER THAN RAILWAYS SHOULD 
BE TAKEN INTO ACCOUNT IN ESTABLISHING 
FREIGHT RATES. 

Canadian National's views on this subject 
are set out in the transcript at pages 18470 to 18476. 
Also shown there is the detail of Canadian National's 
non-rail assets as of December 31, 1959. 

It is Canadian National's submission that 
the non-rail assets and non-rail earnings for its enter- 
prise should not be taken into consideration at the time 
of establishing freight rates. The reasons supporting 
this view are given on page 18475 and show that as long 
as Canadian Pacific remains the yardstick in fixing rates 
Canadian National would be placed in a most unfair position 
if the Board were required to fix general rate levels 
taking into account Canadian Pacific's substantial other 
income, which Canadian National does not enjoy in like 
measure. It is Canadian National's view that the 
present legislation, namely, Section 387 of the Railway 
Act which prescribes a uniform classification and system. 
of accounts for Canada's railways and the resultant 
general instructions issued by the Board directing the 
railways in the matter of segregation and reporting their 
rail operations Lettre soa operations, deals with this 
matter adequately and sufficiently. There is no necessity, 
therefore, for the Railway Act to further define non- 


rail assets and earnings. 
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CHAPTER VII 


OTHER RELATED MATTERS 


A. Railway Legislation 


The attention of your Commission is 
directed to Chapter VI of Canadian National's submission, 
commencing on page 18476 of the transcript, wherein it 
is recommended that a review of railway legislation be 
undertaken so that the whole concept of statutes govern- 
ing railway operations will be brought up to date. Those 
matters which we consider it desirable to change or amend 
immediately have all been mentioned at other points in 
this argument except Section 53 (1) of the Railway Act 
dealing with nea to the Governor General in Council. 
Your attention is again directed to this point and the 
argument given in support of Canadian National's recom- 
mendation that this section be amended so that the Governor 
-in Council will have no power to vary or rescind an Order, 
decision or regulation of the Board which has been 
referred by way of appeal to the Supreme Court of Canada 
and judgment issued thereon by that Court (pp. 18477-78)-« 

The necessity for this amendment is 
sllustrated by the result of the recent attempt by the 
railways to charge demurrage on cars of grain held at 
terminal elevators for unloading. The Board found demurrage 
in respect of delays to these cars to be just and reason- 
able (77 C.R.T.C. 181). The grain interests appealed to 
the Supreme Court of Canada on questions of law arising 


from the Judgment of the Board, and that Court dismissed 


their appeal and affirmed the Board's Judgment that the 


railways were entitled to collect demurrage (77 CeReT.Coegki). 
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Order-in-Council P.C. 1959-569, dated May 7, 1959, reciting 
the fact that further representations had been made by 
the grain interests, suspended the Board's Order authorizing 
the charging of demurrage. 

It is Canadian National's submission that 
the Supreme Court of Canada should be the Court of last 
resort for all matters of law or jurisdiction arising 
under railway legislation just as it is the final court 
in the matter of the general law governing all Canadians. 

Your attention is directed to the informa- 
tion given at pages 18502-18506 wherein it is indicated 
that various iters in the Railway Act and other railway 
legislation which, while not perhaps requiring immediate 
revision, do not meet the needs of 1961. A detailed 
perusal of railway legislation would show that there are 
a great many more items outdated than those set forth by 
Canadian National, but it was considered that those referred 
to are sufficient to inform your Commission of the general 
situation. We submit most earnestly that your Commission 
should recommend that a thorough review and revision of 
all railway legislation be undertaken by the Department 


of Transport. 


By Canadian National-Canadian Pacific Act 


ee a rt 


Ganadian National's views on the Canadian 
National-Canadian Pacific Act are set out at page 18509 
of the transcript. You will note our view that sub- 
stantial economies and improvements in service have been, 
and can be, obtained by the railways acting independently 
and in co-operation with each other without proceeding 


under this legislation. This has been the pattern of the 
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recent past and Canadian National believes it should 
continue, leaving the statute as it is for any future use 


which may be required of it. 
Ce Subsidies 


It may be of use to the Commission to 
have a statement of Canadian National's views on subsidies. 
Both Canadian National and Canadian Pacific have repre- 
sented to your Commission that a subsidy should be provided 
in respect of the movement of statutory grain to export 
positions supplementing the amounts collected from the 
farmers directly for the work done in handling this product. 
Canadian National has also suggested subsidies should be 
paid in other areas to reimburse the railways for work done 
where the service cannot stand on its own feet, such as 
in passenger services and branch lines. 

Ganadian National is not opposed to the 
payment of subsidies as a general proposition if that is 
the only way in which a particular problem can be dealt 
with. We are not in favour of any wholesale subsidization 
by Government, but we think it fair that our Company should 
be paid a erate amine eon for the work it performs. 
We think this to be true in respect of the handling of 
grain and we also think it is true in respect of the pro- 
vision of uneconomic services which cannot support them- 
selves and are required to be performed in some national or 
public interest. 

We think that subsidies are best to be 
specific and related to a eet a situation rather than 
general in nature. If this is done, all concerned will 


know what the money is being paid for and it will be possible 
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to review the situation periodically to see whether the 
factors upon which the subsidy was granted still obtain or 
whether some modification should be made. 

It is also Canadian National's view that 
care should be taken in establishing subsidies to ensure 
that the Board, who would probably deal with such matters, 
Should only direct such an arrangement to be made where 
it is satisfied that some service is required in the public 
interest. It should not become a means for retaining 
uneconomic services in being just because the parties or 


localities would like to see the service perpetuated. 


Canadian National is fully convinced that 
the backbone of our Canadian transportation system is and 
must continue to be its railways, with their ability to 
provide low cost and efficient services for a great volume 
of goods. Believing this to be vital, Canadian National 
has sought and is still endeavouring to adapt its services 
to the changing circumstances and new competitive challenge 
facing it today. We hope in the future to obtain as large 
a share as possible of the transportation market and at © 
the same time give our shippers full advantage, both in 
service and in price, of all technigues which may be developed 
in our continuing research for low cost efficient service 
by any available means. 

Canadian National has not shrunk from taking 
calculated risks to achieve this goal, nor does it minimize 
the difficulties which lie ahead. We are confident ‘of 


Canada’s future as a nation and are sure that what we are 
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doing is in the broad public interest, as well as in our 
own interest as a business enterprise. 

As we have already indicated, we cannot 
forget that all our efforts are overshadowed by the great 
unsolved problem of finding a fair and workable procedure 
under which labour and management can live, work and 
prosper in health and harmony. No prophecy or planning 
can overlook this situation, a solution to which is vital 
to Canada's future well-being and to the health of its 


railways. 


If at any time during your deliberations 
you require any further information we will be very glad 


to supply it. 


All of which is respectfully submitted, 


A.D. McDONALD 


JoW.G. MACDOUGALL. 


Of Counsel, 
CANADIAN NATIONAL RAILWAYS. 


Montreal, Que. 
February 6, 1961. 
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THE ROYAL COMMISSION ON TRANSPORTATION 

WRITTEN ARGUMENT SUBMITTED TO THE ROYAL COMMISSION 

ON TRANSPORTATION BY FREDERICK R. HUME, ESQUIRE, 

Q.C., COUNSEL FOR CANADIAN TRUCKING ASSOCIATIONS 
Mr. Chairman and Gentlemen: 

The task of resolving. about five million words which were 
read into the record of this Commission during one hundred and thirty- 
three days of Public Hearings into a brief argument presents a formid- 
able task. On the one hand, we might assume that there is nothing more 
that could or should be said to add to the mass of words now assembled 
on the record in the wide variety of submissions presented to the Commi+ 
ssion and in the cross-examination and discussion of the witnesses who 
presented those submissions. You have sat through many many hours of 
public hearings and have spent many more hours in private Leon and in 
the study of the various submissions and proposals made to the Commission. 
As a written argument resembles a further brief, there is a temptation to 
merely point to the volumes of the transcript and the piles of exhibits 
as they contain all of the submissions and information which have been 
presented. | 

The second choice open to Counsel is to carefully review the 
submissions made and the evidence presented to the Commission which bears 
upon those Ee iiesione Because there have been several million words 
read into the record and because the material is so massive, I think that 
there is a real responsibility on Counsel to present his argument summa- 


tion as an assistance to the Commission so that all of the material which 


Counsel feels is relevant to his client's position is assembled and 
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condensed into the written argument. 

In the sincere hope that a brief review of the position of 
Canadian Trucking Associations on behalf of the trucking industry in 
Canada and the evidence presented to this Commission relevant to that 
position will prove of assistance to the Commissioners, this written 
argument is presented to recall the position of the Trucking Industry 
in Canada in the role of Leanspontat ion and as a review of the relevant 
evidence. 

Realizing that it would be an imposition to inflict a long 
and detailed argument upon you and from my personal observation of the 
very careful way that you have followed the evidence over the last fif- 
teen months of hearings, it is my hope that I may be of assistance to 
the Commission and at the same time discharge my duty eae client with 
a paucity of words. 

INTEREST IN THE INQUIRY 

There should not be any doubt in the minds of anyone as to 
the interest of the Canadian Trucking Industry in the deliberations of 
this Commission. I submit that the evidence makes it abundantly clear 
that not only is the Canadian Trucking Industry vitally interested in 
the recommendations of this Royal Commission but that the public of 
Canada is vitally concerned with the future of the Trucking Industry. 
It is difficult to remember many days of hearings (apart from those 
relating to the cost study) in which the Trucking Industry was not men- 
tioned or referred to during the evidence-in-chief or cross-examination. 


Transportation is one of the most important factors in the life of Canada 
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and a Royal Commission studying transportation is unable to avoid the 
necessity of considering the broad transportation picture. 
Order-in-Council P.C. 1959-577 issued on the 13th day of May 
1959 appears on its face and in its preamble, to be concerned only with 
the problems relating to "railway" transportation in Canada. However, 
the wording of the Order-in-Council, which requires this Commission to 
inquire into and report upon the problems relating to railway transpor- 
tation in Canada, also requires you to inquire into and report upon "the 
causes thereof" and to recommend solutions thereto. This is a broad 
injunction and the Order-in-Council provides that “without restricting 
the generality of the foregoing", the Commission shall consider and re- 
port upon four specific problems lettered (a) to (d). In the event 
that there still might linger any doubt as to the broad scope of the 
inquiry, paragraph lettered (e) requires the Commission to consider and 
report upon "such other related matters as the Commissioners consider 
pertinent or relevant to the specific or general scope of the inquiry". 
I submit that the wording of this Order-in-Council is very 
much broader than P.C. 6033 under which the Turgeon Commission sat in 
1949 and 1950. The broad scope of the inquiry brings with it a much 
greater task to the Commission and it is my respectful submission and 
my first main point that, in considering your recommendations and report 
ini pepect to "the problems relating to railway transportation in 
Canada", that you must take into consideration the effect of cae rec= 
ommendations upon all transportation agencies in Canada including the 


Trucking Industry. 
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Because of the realization that the report and the recom- 
mendations of this Commission would have a far-reaching effect with 
respect to all: media of transportation, the Trucking Industry has 
taken a continuing ,. active part in the public deliberations of this 
Commission and has yaar the members of the Research Staff of the 
Commission who have approached Canadian Trucking Associations for 
information and assistance in connection with the studies being con- 
ducted by the Commission. ; 

Canadian Trucking Associations, being a federation of 
provincial trucking associations and representing the Trucking Industry 
in Canada, is of the opinion that it is one of the "problems relating 
i railway Pie aecereation in Canada" and that the competition which 
the Trucking Industry presents to the railways is one of the causes 
of those problems. The broad effect that the recommendations of this 
Commission will have upon the Trucking Industry in Canada is considered 
to be a very serious matter by the Industry and has led the Industry, 
through the Canadian Trucking Associations, to prepare and present an 
extensive submission which commenced in volume 58 and concluded in 
Volume 60 on May 2nd 1960. It will also be recalled that cross- 
examination of Mr. John Magee on that submission occupied a further 
five days and concluded in Volume 65. | | 

It will be recalled that at the eine of the submission of 
Canadian Trucking Associations, objection was taken by Counsel for the 
- Canadian Pacific Railway that certain portions of the submission were 


beyond the jurisdiction of this Commission (see page 10750). The ruling 
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of the Commission appears at page 10918 and the wisdom of that ruling 
has become more and more manifest as many many briefs and much evidence 
contained references to and were concerned about the Canadian Trucking 
Industry. 

The submissions of the Province of Quebec; Mr. J. Ferguson 
Browne, M.P.; The Canadian National Railways; the Province of Alberta; 
the Province of Saskatchewan; Dominion Steel & Coal Corporation; Maritime 
Transportation Commission; United Grain Growers Limited; the Province of 
British SS eias North Western Ontario Development Association; Fort 
William and Port Arthur Chambers of Commerce; Canadian Federation of 
Agriculture; Canadiar. Manufacturers Association; Canadian Industrial 
Traffic League; the City of Saskatoon; the Farmers’ Union of Alberta 
and many others have supplied this Commission with many points of view 
and many opinions relating to the future operation of the Trucking In- 
dustry in Canada. 

It is respectfully submitted that the interest of the Truck- 
ing Industry cannot be ignored and that that industry will be vitally 
affected by the report and recommendations of this Commission. 

A WORD ABOUT DEFINITIONS 

A brief review of two or three of the terms contained in 
this argument (as well as in the submission of Canadian Trucking Asso- 
ciations) will assist in the better understanding of this argument and 
the position of the industry in Canada. 

As I have explained above, Canadian Trucking Associations is 


an incorporation without share capital and is a federation of provincial 
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66 
trucking associations representing every province in Canada. Canadian 
Trucking Associations, generally speaking, has no individual trucking 
members. The individual truck echeore ae Canada are members of their 
provincial associations and pay fees to that association. The provincial 
association in turn is a member of Canadian Trucking Associations and 
finances the operation of the Federal association. 

the "cracking Industry in Canada" is I think generally under= 
stood by this Commission. It is not comparable to any other transporta- 
tion media in Canada. It is the small one truck operator with a veathion 
ted licence permitting him to carry milk to an urban centre. It isa 
medium size Class "D" or contract operator having a ie from a regu- 
latory authority to haul the goods of certain named companies. It is 
the operator who is licensed only to carry heavy machinery on special 
float equipment. re is the operator with specialized stainless steel 
tank equipment who is licensed only to carry sia named chemicals. 
18 egre medium sized truck operator carrying general freight between 
two given points over a given route. It is a large operator with modern 
up-to-date equipment and extensive licences permitting it to serve a 
great many areas and communities in a given province or provinces. 

In short, it is a heterogeneous collection of small, medium 
sized andebig Baneniae running from an operator driving one truck to 
a company operating over one thousand vehicles. It is an industry that 
is affected by increased costs the same as the railways or any other 
industry. It is an industry that, in all of the Provinces of Canada, 


except Alberta, is restricted in its licence as to what it can carry 
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and where it can run. It is an industry that is in competition with the 
shipper who moves goods in his own vehicle; with other truck operators 
in his area; with the railways; with the steamships; with the air cargo 
shipments and with pipe lines. Except for trucking companies owned by 
the Canadian National Railway (which presumably could not go bankrupt), 
it must make a profit in order to survive. Its rates are regulated in 
some Provinces and in other Provinces competition is the regulator. It 
is an industry which defies exact definition but which is performing an 
essential public service from the Atlantic to the Pacific in Canada. 

I should also like to say a word about the phrase "the public 
interest". Many times during the hearings, the question has been raised 
as to what is meant by the phrase "the public interest". It is my sub- 
mission that this is a phrase that is not capable of EES definition. 
The law has many examples of phrases which defy precise and accurate 
| delineation. Lawyers are accustomed to talk about the actions of "the 
reasonable man", yet no-where in the law of torts is “a reasonable man" 
defined. Similarly, the "public interest" defies precise definition. 

It was considered in the public interest to burn elderly women as witches 
in the New England States in the eighteenth century. It was considered 

in the public interest to hang felons in the public square during the 
eighteenth and nineteenth centuries. These spectacles are no longer 
considered to be in the public interest. In other words, public interest, 
like morals, varies from place to place and from time to time. Yet it 

is a phrase that, when used, has a valid meaning and is, in fact, employed 


in our legislation today. A glance at the Combines Investigation Act as 
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recently amended will produce several examples of the use of the phrase 
"the public interest" in describing whether a certain course of action 
js prohibited or is permitted. It may be in the public interest to 
expropriate a man's home for the purpose of building an SaLCpoOKrcs, He 
may object violently to the expropriation and yet because it is in the 
public interest, the expropriation is justified. It is respectfully 
submitted that the phrase merely means that which is in the best interest 
of the general public at the present time. The recommendations to be 
made by this Royal Commission will be recommendations which the Commis- 
sion believes are "in the public interest". The Commission will have no 
G@acticulty in arriving at an opinion as to what is in the public interest 
and what is not. It is respectfully submitted, therefore, that those 
who are charged with the administration of regulations or controls which 
are required to be exercised in the public interest are similarly able 
to interpret the phrase. 
JURISDICTION 

I wish to say a brief word about the question of jurisdiction 
in the event that any member of this Commission is not entirely clear on 
this matter. At the time of the Turgeon Commission Report in 1951 it was 
generally believed that the jurisdiction over the entire Trucking Indus- 
try in Canada was vested in Provincial Governments. There had been some 
public reference before a Committee of the Senate in 1930, when an amend- 
ment of the Transport Act was being considered in Committee, that the 
Federal Government had jurisdiction over international and inter-provinci 


trucking but the matter had never been settled and no constitutional 
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reference had ever been made to the Courts to determine the question. 
The Turgeon Commission appeared to consider that the problems of truck 
transportation were not entirely within its terms of reference and stated 
at page 265: 

"The scope of this inquiry is limited, as of 

course it had to be, to ‘all questions of 

‘economic policy in the jurisdiction of Parlia- 

ment’. The subject of this chapter is motor 

traffic which, in the main, is a purely Pro- 

vincial jurisdiction." 

The Turgeon Commission, however, was aware of the possibility 

that the proper interpretation of the British North America Act vested 
control of international and inter-provincial truck operation to the. 


Federal Parliament as they stated on the same page: 


"A portion of the traffic, relatively small but 
of sufficient importance to have become in itself 


a problem for the railways, is inter-provincial 


and international and therefore possibly within 
the competence of Federal Legislation (although 
this Commission does not pretend to express any 
opinion on the legal questions that may arise 
concerning this) ." 

The question which the Turgeon Commission raised in its report 
in 1951 was not long in being settled. The Judgment of the Judicial Com- 
mittee of the Privy Council, which was delivered in London on the 22nd 
of February 1954 in the case of The Attorney General for Ontario and 
others vs Israel Winner and others, was one of the last Judgments of the 
Judicial Committee of the Privy Council in a Canadian appeal and was the 
last constitutional law reference to that Committee. 


The decision had far reaching effects with respect to the 


Trucking Industry. The Judicial Committee of the Privy Council followed 
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the unanimous Judgment of the Supreme Court of Canada issued by nine 
Judges sitting as a full Court, and the Reasons for Judgment delivered 
by Lord Porter speak for themselves. 

At the time that the submission of Canadian Trucking 
Associations was presented to this Commission in May of 1960, the Motor 
Vehicle Transport Act (Chapter 9, 1954 Statutes of Canada) had not been 
proclaimed in the Provinces of Quebec and Newfoundland and it was the 
submission of Canadian Trucking Associations that this unsatisfactory 
situation should receive the attention of the Commission as the Quebec 
Transportation Board was regulating international and inter-provincial 
trucking without proper AVYENG Id CY). wick Gautvek Oe recalled that at the 
presentation of the Quebec submission on January 5th 1961 it was 
announced that the Province of Quebec had agreed to the proclamation of 
the Federal Statute in that Province. The Act has now been proclaimed 
by the Governor in Council in all Provinces of Canada except the Province 
of Newfoundland which has not, as yet, experienced a large-scale develop- 
ment of international or inter-provincial trucking. 

A part, therefore, of what was stated to be a confusing and 
unsatisfactory condition has been corrected by the proclamation of the 
Federal Act in Quebec and a portion of the difficulties about which 
Canadian Trucking Associations complained in May of 1960 has now been 
corrected. It is submitted, however, that: the Motor Vehicle Transport 
Act is most unsatisfactory and more will be said about that°* matter at a 
later time in this argument. 

Truck operations that are clearly intra-provincial are under 
Provincial regulation and control. Truck operations that are internat- 


ional or inter-provincial are under Federal control. In 1952 the Turgeon 
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Commission referred to this traffic as "relatively small but of sufficient 
importance to have become in itself a problem for the railways". It will 
be clear from the evidence presented to this Commission that this traffic 
is no longer relatively small and is undoubtedly one of the problems of 
railway transportation in Canada. Examples of this sort of traffic appear 
throughout the transcript - granite moves from St. Cloud, Minnesota to 
Saskatoon a distance of seven hundred and ninety-two miles (p. 196) - fish 
moves from the Maritimes to Central and Western Canada: 


P.825 - (Mr. R.F. Johnson: Nova Scotia Fish Packers 
Association) 


"The principal means of getting our fish to these 
Centrzl and Western Canadian and U.S.A. markets 
are rail, freight, express and motor trucks. fIn- 
creasing use is being made of refrigerated motor 
trucks because of the advantages they offer over 
rail cars in the matter of cost, convenience and 
speed". 


Trucks compete between Vancouver to Montreal and Halifax (p. 
3085) - fruit moves from British Columbia to Central Canada a distance of 
fifteen hundred miles (p. 6685) - livestock moves from Western Canada to 
Ontario at a higher rate than the railway but arrives in Ontario in a better 
condition with far less shrinkage: 

P.7670 - (W.A. Price - Livestock Industry of Ontario) 


Q: "This would be from where to Toronto?” 
A "Calgary and Winnipeg." 


we ee ee ee ee ee 


A: "There is one operator fully established on the 
basis of moving two rail cars per week. 


The receivers that have been receiving the cattle 
tell me that these cattle come in by truck in 


much better shape than by rail ....”. 
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and granite moves from Quebec points to Ontario points a distance up to 
eight hundred miles. (p. 9510) 

The above are a: few examples of long hauls of an inter- 
provincial nature and there was also additional evidence indicating a 
regular trucking service between Vancouver and Prairie Cities to Central 
Canada and in some cases on to the Maritimes. It is expected that the 
construction of the Trans-Canada Highways (which incidentally was not 
built to assist the Trucking Industry but for military and strategic 
reasons as well as linking the East and West in Canada by an all Canadian 
road) will serve to increase the amount of international and inter- 
provincial Psesusdnenada is under the jurisdiction of the Parliament of 
Canada. 

Canadian Trucking Associations submits that the British North 
America Act be atenaed to allot the jurisdiction over the intra-provincial 
component of an extra-provincial undertaking to the Provinces. The 
Winner Case held this part of a truck operation is not divisible and is 
under Federal jurisdiction. 

AGREED CHARGES 

Dealing briefly with the various subject matters that have 
occupied part of the time and attention of this Commission with respect 
to those matters which affect the Trucking Industry, I wish now to refer 
to the matter of agreed charges. Agreed charges are a device borrowed 
from the United Kingdom and are not permitted in the United States of 
America. 


P.11968 - (W. J. Stenason - Canadian Pacific Railways) 
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"In the United States the restrictions are much 
more severe than they are in Canada; there are 
no agreed charges and so forth." 

An agreed charge is more than a rate agreed upon by a carrier 
for the transportation of the goods of the shipper because one of its 
terms ties a percentage volume of traffic to the carrier by the contract. 
The volume is expressed in percentages and the weight of the goods carried 
under any individual agreed charge contract depends upon the total volume 
of goods which are shipped by a particular shipper. There are usually ) 
carload minima in the agreement but the shipper is not obliged to ship 
any given weight but merely a set percentage. 

FLrst introduced in 1938, the agreed charge system of rate 
making received considerable attention from the Turgeon Commission, who 
devoted approximately eight pages of its report to this subject. It was 
introduced at a time when the Federal Government was not exercising any 
control or regulation over the Trucking Industry in Canada and it was 
introduced in order to enable the railways to meet what was regarded as 
"the unregulated competition of trucks (see Turgeon Commission Report 
page 95)". 

| The Turgeon Commission indicated that the agreed charge prin- 
ciple had not had a fair trial and, notwithstanding objections to the 
practice, it set out its conclusions on page 95 and in doing so rejected 
the amendments proposed by several of the Provinces and by the railways. 
Between the years 1951 and 1955 it was alleged by the Government of the 

Province of Alberta that the effect of agreed charges was to eliminate 


the one-and-one-third rule which had been recommended by. the Turgeon 
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Commission and which had been implemented by Parliament. As a result of 
complaints a special inguiry was held into agreed charges in 1955. Cana- 
dian Trucking Associations, on behalf of the Trucking Industry, vigour- 
ously opposed the principle of agreed charges before that Commission and 
after due inquiry the report indicated that it was not prepared to recom- 
mend any restriction of the right to make agreed charges and, in fact, 
recommendations were made to extend and simplify the procedure with re- 
spect to making these agreed charges. 

Canadian Trucking Associations, on behalf of the Trucking In- 
dustry of Canada, continues to oppose the principle of agreed charges. 
Evidence to this Commission has indicated that they are a much more 
important factor in the transportation market at the present time than 
mney were in 1951 and in 1955. It is submitted that this justifies a 
eresh look at ..the question of agreed charges -- particularly in view of 
the many suggestions made to this Commission that subsidies be used to 
assist the revenue position of the railroads. It is further submitted 
that without proper safeguards the agreed charge can develop into a 
potent monopolistic weapon by which competition by trucking operators 
can be weakened and eliminated if agreed charges continue to grow at the 
same percentage rate in the future. 

The growth of the Trucking Industry in Canada has had very 
great advantages to the shippers in Canada. Truck rates have held down 
mail rates: 

P. 240 — (Brief of New Brunswick) 


"Competitive hold-downs of transportation costs 
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in Central Canada have aggravated this situation". 
and the impact of truck competition is not confined to Central Canada: 

P.1853 - (C.D. Edsforth - Canadian Pacific Railways) 

Q: "Would you say that the impact of these competitive 
rates and agreed charges on the whole freight rate 
feature is principally centred in Central Canada 
or is there a similar impact in Western Canada and 
the Maritimes?" 


A: "It is pretty well distributed all across Canada, 
Mr. Hume". 


In the Maritimes, where truck competition has not increased at the same 
rate as in other parts of Canada, it is considered by the Meet tine Govern= 
mentsthat lack of truck competition has been detrimental to Maritime 
shippers: 


P.14591(C.F. Dickson - Maritime Transportation Commission) 


Q: "This lack of motor carrier competition in the 
Maritimes has been detrimental to the Maritime 
shipper?" 

A: "The less intense competition has not given the 


quality of competitive rate reductions that there 
are in other parts of Canada". 


It was conceded that if there were greater competition in the 
Maritimes, shippers would be better off. (p.14595-6) 

It is therefore ironic that one of the competitive advantages 
that the shippers of Canada have received is at the same time one of the 
"problems relating to railway transportation in Canada". As the Trucking 
Industry has become more competitive to the railways, the railways have 
been forced to institute rates lower than normal in order to meet the 


competition. 
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Another way to state the same problem is that when the rail- 
ways needed additional revenue they were not able to recover the additional 
revenue allowed by the Board of Transport Commissioners for Canada in the 
area of competitive rates. The shipper has, therefore, paid lower rates 
than if the competition did not exist. Competitive rates are permitted 
to the railways and notwithstanding some evidence to this Commission that 
the competitive rate procedure required to be streamlined, it was admitted 
on cross-examination that competitive rates can be instituted with little 
delay and that the provisions in the Legislation requiring the railways 
to establish that the rates are compensatory has only been used less than 
twelve times out of tens of thousands of competitive rates in existence: 

p.19770 - (A. H.Hart, C.N.R., cross-examined by F.R.Hume, 0.Cuy 

QO: "Out of the tens of thousands of competitive rates 

in the book how many times have you been bothered 
by having to go through a procedure before the 
rates become effective?” 

A: "Not frequently. The Board of Transport Commi- 

ssioners has not used the power in Section 334 
to any extent at all. Actually I think it's 


less than a dozen times. I am certain of that 
and it may be considerably less." 


Q: "Less than a dozen times out of several tens of 
thousands? " 
A: "Out of a great number". 


It is respectfully submitted that the competitive rate procedure’ allowed > 
to the railways gives them complete and absolute freedom in meeting truck 
competition. The only restriction upon the railways is that the rates 


must be compensatory - but then so must the truck rates be compensatory 
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because the trucker has not got the financial resources of the Canadian 
Pacific Railway or the backing of the people of Canada as in the case of 
the Canadian National Railway to withstand losses and would go bankrupt. 

If the truckers' costs for any given movement (and I mean by 
this his true costs) are less than the railways!’ then the shipper will get 
the advantage of.the lower truck rate in the Ordinary free play of compe- 
tition. The trucker, however, must stand on his own feet. At the end of 
the year he must have enough money coming in from his operations to pay 
his expenses, otherwise he will go out éemhagaed.£ He is in competition 
with other truckers and with private industry and his rates must be con- 
pensatory. He operates generally in a very small area and he has not got 
the opportunity of cross-subsidization. It is therefore not necessary to 
legislate with respect to a truck operator to provide that his rates must 
be compensatory because, being private enterprise, his rates must be com- 
pensatory if he wishes to keep going. Parliament on the other hand has 
decided that it is necessary to legislate in order that the particular 
competitive rate of a railway be compensatory and it is no doubt due to 
the economic strength of the railways and the temptation that would be 
present to quote a non-compensatory rate in a certain area in order to 
drive out a competitor. 

The same economic strength that makes it necessary to safeguard 
competitive rates by Statute will also have an effect upon agreed charges. 
The trucker cannot make an agreed charge in the same sense as provided in 
the Transport Act. In the Province of Quebec there are about five hundred 


contract operators and of all of those operators there are only two agreed 
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charges in the technical sense in existence: 


P.20843 - (J.J. Harold - witness:Province of Quebec and 
Chairman, Quebec Transportation Board) 


"Up to the present we have allowed two agreed 
charges between Montreal and Quebec”. 


There are contract carriers in the Trucking Industry who have a contract 
rate with a shipper but the difference between such a contract and an 
agreed charge is that the agreed charge contains the provision binding 
traffic to the carrier and removing it from competition over long 
periods of time. Should railway agreed charges force the largest truck 
operators to follow suit with agreed charges of their own -~ and as in 
the case of the two truck agreed charges between Montreal and Quebec, 

it is only the largest truck operators who have the financial resources 
to enter into agreed charges -- the competitive squeeze on the smaller 
truck operators will reach serious proportions and may gravely prejudice 
the financial position of this important segment of the Trucking 
Industry. 

The Province of Quebec in its submission indicated that it 
favours returning agreed charges to the control of the Board of Transport 
Commissioners for Canada: | 

PY20019/20 = (3.0. Harold) = Province! of Quebec) 

Q: "And I understand you Ae suggesting that there 

should be some kind of control by the Board of 
Transport Commissioners with respect to rail 
agreed charges?" 

Rae Rani. 
and it is respectfully submitted that this Commission should make recom- 
mendations to ensure that the agreed charge method of rate making will 


hot be used for the purpose of eliminating truck competition. The 
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Combines Investigation Act (with respect to amendments that received 
Royal Assent on the 10th of August 1960) now provides that a manufacturer 
or a dealler cannot charge such a low rate in one area of the country or 
to one group of customers so as to have the’ effect of or be Likely to 
eliminate a competitor. It is repugnant that one manufacturer or dealer 
with large economic strength should be able to sell his goods at such a 
low price in a certain area as to eliminate a competitor in that area. . 
This principle of law has been in the Criminal Code since 1935 and was . 
enacted by the Parliament of Canada as a result of the recommendations of 
the Stevens Price Spread Osis oe In order to safeguard the Trucking 
Industry the Government of Canada has instituted a right of appeal to the 
Governor-in-Council £ollowing the Royal Commission Report of 1955. 

This appeal to the Governor-in-Council, while appearing to be 
a satisfactory remedy on its face, is nevertheless virtually useless for 
a great many of the small truck operators across Canada. You can well 
imagine how enthusiastic a small truck operator in the Province of Sas- 
katchewan would feel about instituting an appeal to the Governor-in- 
Council in Ottawa with respect to a particular agreed charge. This 
procedure has been used only once and there is little wonder. Litigation 
is expensive and appeals to the Governor-in-Council are equally so. 

It has therefore been recommended by Canadian Trucking Asso- 
ciations and, I submit, supported by the Province of Quebec: 

P.20887/8 - (J.d. Harold, Province of Quebec) 

A: "Pardon me, Mr. Sinclair, I am not asking for 

any special privilege of the trucking fraternity, 


but as you know we do allow the railways to come 
before our Board. Our Act permits it, and I 
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think similar legislation should be applicable 

in the Federal Act (Transport Act) as well as 

in the ProvincialsvActs"™. 
that your Commission might consider making recommendations to improve 
this appeal procedure by granting a right of appeal for a competing 
carrier not to the Governor-in-Council but to the Minister of Transport 
for the purpose of having the appeal referred to the Board of Transport 
Conmissioners for Canada for investigation. If the Minister is of the 
opinion that it is in the public interest that this should be done or 
if there is prima facie evidence that the rate is non-compensatory, such 
a right of appeal would act as a strong safeguard against abuses of the 
agreed charge method of rate making and Canadian Trucking Associations 
have suggested an amendment to Section 6 of The Transport Act to accomplish 
this purpose, which amendment is respectfully can upon the Commission. 

A further amendment is suggested in order to provide that no 

more than 50% of a shipper's freight can be tied by an agreed charge 
contract to the railways. I emphasize that this is not to suggest that 
a shipper may not voluntarily grant 100% of his freight to the railroad 
- it merely permits competitive means of transportation to at least bid 
for and attempt to secure the remaining 50% during the life of the agreed 
charge contract. Le the shipper prefers to ship by rail, he will, o£ 
course, give all his shipments to the railways. Many shippers are forced 
to join in agreed charge contracts in order to retain competitive posi- 
tions in distant markets. The second amendment suggested by Canadian 
Trucking Associations would have the advantage of permitting a truck 


operator to quote a rate and possibly secure, on a basis of service, 
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flexibility, or otherwise, a portion of the trade which would not be 

tied by contract to the railway. This would, it is submitted, materially 
assist in the preservation of the potential competition of the trucking 
industry. In the United States of America agreed charges are not per- 
mitted for the simple reason that the authorities will not permit one 
transportation media to employ a device that unjustly discriminates 
against any other. There are contract carriers in the United States 

just as there are contract carriers in Canada but those contracts, while 
providing for a special rate, do not permit a truck operator in the United 
States to tie up a percentage of freight to the detriment of the railways 
Or preclude the right of the railways to bid for this competition. simi- 
larly the railways are not permitted an agreed charge for the same reason, 

It was the view of the Farmers' Union of Alberta that the 
agreed charges have led to a worsening of the railway's position. (p.5731-2) 
The lack of a large volume of inter-provincial trucking between Western 
Canada and Central Canada is due to trans-continental agreed charges 
(p.13678 cross-examination of Professor William Hughes of the Province 
of British Columbia). 

The suggested amendment to restrict the percentage to 50%, 
matched by a corresponding provision in the suggested Highway Legislation, 
should be recommended to the Government. 

I have dealt with the subject of competitive rates in discus- 
Sing agreed charges which are, of course, a form of competitive rate. 


Canadian Trucking Associations does not deny the right of competing 
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carriers to make canpetitive rates. Truck competition has helped to keep 
the general level of railway rates lower and has been an important factor 
in improving the service and efficiency of the railways. Similarly, 
improvements in railway service and efficiency have an effect on the 
increased improvement and efficiency of the Trucking Industry. It follows 
that any action which potentially and actually endangers the existence 
of this competition should be prevented and controlled. The railways are 
free to make competitive rates subject to the provisions of Section 334. 
which provides that the rates must be compensatory and they must not be 
lower than necessary to meet competition. This so called "shackle" was 
placed in the Railway 7.ct long before the real impact of truck competition 
and it was apparently necessary in order to ensure that they would not 
institute competitive rates ‘that were in themselves a loss or would be 
lower than absolutely necessary in order to safeguard the revenue position 
of the railways. 

It. must be clear that Parliament, when it passed Section 324, 
had in mind that the railways might regain their monopolistic position 
if they were free to institute competitive rates that would not meet this 
qualification. The Canadian National Railway cannot go bankrupt. Its 
overall losses are met by the tax-payers of Canada. The Canadian Pacific 
Railway could theoretically go bankrupt but would not be permitted to do 
so. That railway has a great many other assets and earnings outside the 
railway category which assist it in maintaining its financial position. 

And so because of the size and economic strength of the rail- 


ways this legislative restriction was placed in the Statute not - I repeat 
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- at the request of the Trucking Industry. Before the Turgeon Commission, 
the railways had much to say about the fact that they were regulated or 
shackled and their truck competitors were not. The evidence before that 
Commission clearly demonstrated that this was mere propaganda and that the 
railways were substantially in the same position as the Trucking Industry 
in quoting competitive rates and in an even better position in Provinces 
like Quebec and Saskatchewan where truck rates are regulated and cannot 
Bi owered without the permission of the regulatory authority. 

Certain persons have the right to appeal under the Railway 
Act with respect to the matter of competitive rates but the Trucking 
Industry's right to appeal we excluded at a time when the Trucking In- 
retry was not considered to be under the jurisdiction of the Parliament 
of Canada. Today an important segment of the Trucking Industry is under 
the jurisdiction of the Parliament of Canada and the Trucking Industry is 
vitally interested in the matter of railway competitive rates. 

Canadian Trucking Associations, on the expectation that this 
Commission will have important recommendations to make with respect to 
the control and regulation of the Trucking Industry in Canada, recommends 
that the Railway Act be amended to permit an association of motor vehicle 
operators to join others entitled to apply to the Board of Transport Com- 
missioners on behalf of a motor vehicle operator for an order disallowing 
ee ctitive rate. The trucking associations in Canada are responsible 
trade associations and the suggestion of Canadian Trucking pecuire ore 
to permit the appeal to be made by an association and not by individual 


truck operators will ensure a proper employment of this privilege. The 
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Trucking Industry feels that it is absolutely necessary that it have this 
right of appeal in order to protect it against the imposition of non- 
compensatory competitive rates which would have the effect of eliminating 
competition and reinstating the monopolistic position in any given area 
in Canada. Being under the jurisdiction of the Parliament of Canada with 
respect to an important segment of its industry, the Trucking Industry 
associations should have the same right of appeal in questioning a com- 
petitive rate as those now given that privilege. As was pointed out in- 
the cross-examination of the Quebec brief, Provincial Boards permit the 
railways to appear before them in matters of trucking rates and the 
Trucking Industry shovid have the same privilege of appearing before the 
Board of Transport Commissioners for Canada. 
P.20887 - (J. J. Harold - Province of Quebec) 

"I am not asking for any special privilege of 

the trucking fraternity, but as you know we do 

allow the railways to come before our Board. 

Our Act permits it and I think similar legis- 

lation should be in the Federal Act as well as 

in the Provincial Acts." 

PIGGYBACK 
I should now like to direct a few remarks on the important 

guestion of piggyback. At page 816 of the transcript and during the 
sittings in Halifax, the Chairman stated: 

"I think it would be more helpful to the Com- 

mission if the Canadian Trucking Associations 

would make some definite announcement on the 

principle of piggyback. Are they for it or 

are they against it? Do they want it or do 


they not? I think that would be most helpful 
to us. But that can wait for Ottawa." 
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In view of the interest of the Commission on this important 
subject, Canadian Trucking hesocdntions carefully canvassed its Provincial 
affiliates in order to obtain the views of the Trucking Industry in Canada 
on this. subject. 

The idea of piggyback service has a great appeal to those who 
sincerely hope for greater co-operation between the railways and the 
Trucking Industry in Canada. At the time of the Turgeon Royal Commission, 
Canadian Trucking Associations introduced photographic evidence showing . 
piggyback service in the United States prior to 1949 and witnesses from 
both railways were asked on cross-examination whether they had any plans 
to implement this service in Canada. The record of bhat Commission will 
show that both the witness for the Canadian Pacific Railway and the wit- 
ness for the Canadian National Railways stated that they had no intention 
of using their economic strength to assist their competitors. and had no 
plans to institute piggyback service outside of the possibility of moving 
their own vehicles on their own flat cars. 

Notwithstanding this statement both railways have now made 
Plan Number 1 Piggyback available on a somewhat fauuideted scale in 
Canada. The railways first instituted Plan Number 2 Piggyback under 
which they transported trailers owned by themselves in the early 1950's 
and later extended the service to include Plan Number 1 Piggyback under 
which they transport trailers owned by truck operators. There are certain 
noticeable gaps in Canada, however, and a prime example is in the Mari- 
times where the Canadian National Railways refused to extend Plan Number 


1 Piggyback service. The evidence of Mr. A. H. Hart for the Canadian 
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National Railways is interesting in this connection. 
P¥19778.= 


Q: "Am I misinformed that you do not extend Plan 1 
to all the trucking industry in the Maritimes?" 


A: "No, Plan 1 is not in the Maritimes as far as 
we are concerned." 


Q: FON pk 18° BLean«27 ¢ 


A: "you are talking about Plan 2 in the second para- 
graph where it is in the Maritimes." 


Q: "vou have Plan 1, that is you carry the trailers 
of independent truckers in certain parts of Canada 
but not in the Maritimes?" 


A: "Not sn the Maritimes." 
Q: "Ig there any reason for it?" 
A: "we have had no requests from shippers." 


Q: "Have you had requests from the Trucking Industry 
in the Maritimes?" 


As "Ves. i“ 


Q: "Surely the truck operator is the shipper in the 
case of Plan 1." : 


A: "Yes, but he is the man who puts the trailer on 
and as between us and the customer he is the 
customer but he is the middleman.” 
I suggest that the real reason why the Canadian National Rail- 
ways does not wish to extend Plan 1 Piggyback service in the Maritimes 
is that they would be forced to extend the service to the vehicles of 
Smith Transport owned by the Canadian Pacific Railway into areas of the 


Maritimes which the Canadian Pacific does not now serve. 


To state the matter frankly, the opinions received by Canadian 
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Trucking Associations indicated that the truck operators were not all of 
the same opinion with respect to piggyback service. The evidence then 
presented by Canadian Trucking Associations and others indicates that 
there are certain dangers to the Trucking Industry inherent in the growth 
of piggyback service unless it is properly controlled. The dangers to 
which I refer are spelled out in the submission of the Province of Quebec 
appearing at pages 20679/80. It is feared by some that an extension of 
the piggyback service will result in truck operators depleting their 
staff of highway drivers and come to depend upon the continued service 
of the railways. These. highway drivers are skilled specialists. It is 
be possible for everyone, merely because they hold a vehicle operators 
licence, to properly operate and handle a large tractor-trailer combina- 
tion unit on the highway. Having depleted its driver force, a truck 
operator may find himself in difficulty if, for example, the railways 
raise the rate for piggyback service to a point that would make truck 
operations non-competitive or in the event of a railway strike or other 
cessation of service. 

It is submitted by Canadian Trucking Associations that, becaus 
this is a relatively recent development in the transportation of goods, 
jit should be carefully studied. controls which might be paetuuanied are 
a mixture of railway legislation and highway legislation. As railway 
legislation such controls are clearly under the jurisdiction of the Par- 
liament of Canada. With respect to a purely intra-provineial truck oper- 
ation or an intra-provincial piggyback movement, this may also be under 


provincial control so there is a possible conflict of jurisdiction. 
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At the present time the railways have stated that they are 


. only carrying the trailers of licensed highway operators. However, rail- 


ways are required to accept freight ~ including piggyback trailers - from 
any person offering goods for transport. Unlicensed truckers might use 
piggyback services to move trailer loads of goods from one city to another 
completely free of regulatory control unless the present regulations with 
respect to piggyback are amended. Jt is therefore recommended that the 
matter receive further study and that controls and regulations should 
only be instituted as a result of that study which would include consid- 
eration of safeguards so that the stability of the conditions under which 
the service is offered would be ensured; that the interests of both the 
railways andthe highway operators would be protected and safeguarded and 
that any regulations and controls would be administered by a group fully 
conversant with the problems of both railways and highway transportation 
industries. If any regulations are to be recommended by this Commission 
it is submitted that the Trucking Industry should be fully consulted with 
respect to these regulations. Piggyback service represents a step forward 


in the area of co-operation between competing media of transportation and 


if properly regulated cannot help but bring benefits to the people of 


Canada. 

Counsel for the Canadian Pacific Railway raised the question 
with respect to freight forwarders during cross-examination. It is re- 
spectfully submitted that this creates no problem. At the present time 
freight forwarders who wish to ship goods over the highways for compen- 


sation must be licensed as a highway carrier. If they wish to ship goods 
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for compensation via the railways, they are free to do so. The type of 
control suggested by Canadian Trucking Associations would not create any 
additional problem for the freight forwarders. If they propose to move 
goods over the highways, they would be required to hold a Federal or a 
Provincial highway licence (as the case may be). If they wish to use 
highway vehicles and railway piggyback service, they would require a 
highway licence if they were, in fact, using the highways. In all of the 
Provinces, the highways are defined in such a manner as to include urban 
streets and a tractor-trailer operated within a municipality is still 
operating on the highwuy. Some of the Provinces, like Ontario, exclude 
from the operation of its Public Commercial Vehicle Act any vehicle that 
is exclusively confined to an urban area and to a distance of three miles 
therefrom. Other Provinces have no such exclusion. Freight forwarders 
would be in no worse position under the controls as suggested than they 
are at the present time and the draft Highway Act submitted by Canadian 
Trucking Associations would not interfere with their railway operations 
whatsoever. 

It is fully recognized by Canadian Trucking Associations that 
piggyback service will increase and it is the one area in which competing 
media of transportation can extend their co-operation. It is, as I have 
stated, no secret that the truck operators in Canada and those who speak 
for them are not unanimous with respect to this matter. Some operators 
view piggyback service with great favour and are using it extensively. 


Other operators view it with extreme suspicion. 
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It is respectfully submitted that this is an area of develop- 
ment which should receive special study in order to ensure that the 
regulations to be formulated would not work to the disadvantage of either 
the railways, the Trucking Industry of Canada, or the people of Canada. 

RAILWAY ENTRY INTO THE TRUCKING BUSINESS 

I should now like to turn to and make some brief remarks about 
railway entry into the highway transport business. The extent of this 
entry and the particulars of the trucking arm of the railways is before 
the Royal Commission. The evidence before the Commission, however, is 
only part of the story as it would be necessary to study and review the 
individual highway licence of each company owned or controlled by ee 
railways in order to determine the full extent of highway freight service 
operated by the railways. It cannot be assumed, because the railway pur- 
Chases a trucking concern, that they are automatically operating a general 
freight service all over the area in which the conpany is located. The 
individual licence restrictions would have to be examined. 

The policy of Canadian Trucking Associations has been to oppose 
the acquisition of highway licences and carriers by the railways. This 
policy was expressed to the Turgeon Commission in 1950. That Commission, 
at page 153 of its report, indicated that they did not consider it reason- 
able that the railways should be prohibited from operating trucks or 
truck lines and that there was no evidence to show that there is a danger 
at present of the railways stifling competition by the ownership of trucks. 
That Commission concluded its recommendations with the following statement: 


"This would be a matter to be dealt with 
4£ and when the occasion arises”. 
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A careful review of all the evidence presented to this 
Royal Commission indicates that there is still no evidence that at the 
present time independent truck lines remaining in existence are being 
stifled by railway ownership of truck lines. It is,however, the 
considered opinion of Canadian Trucking Associations that the continu- 
ing acquisition of trucking firms by railways is not in the public 
interest and should be stopped. This is also the view of the Province 
of Quebec. That Province believes that -the trucking arm of railway 
operation should not go beyond pick-up and delivery service in Metro- 
politan centres and major urban cities (ps 20672)’. 

There has been evidence tendered to the Commission by 
Canadians that the railways should be peraerea es abandon unprofitable 
lines and substitute trucks. It is submitted that the analysis of this 
evidence supports the view that such approval as there is for railway 
truck operations generally goes no further than a belief that the railway 
truck operations should be complementary to the rail operation and should | 
not be permitted to substitute OM railway service indiscriminately. A 
review of the situation today indicates that this is not what has taken 
place. 

Canadian Pacific Railway now owns truck lines that link the 
Maritimes with British Columbia. Their trans-continental operations 
parallel their railway operations. They are not using their truck lines 
to substitute for unprofitable railway branch lines nor as a mere comple- 
mentary service. The freight solicitors of the Canadian Pacific Railway 
are calling upon the same shippers and competing with the freight solici- 
tors of Smith Transport Ltd. (p.18766) Part of the gaa of the Trucking 
Industry arises from the fact that while it might be economically impos- 


sible for the railway companies to purchase all or even a substantial 
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portion of the independent truck operators in Canada, the railways can, 
because of their economic strength, cause a serious effect upon the inde- 
pendent truck operators in any given area by their operation of one truck- 
ing concern. 

In Provinces like the Province of Ontario, where there is no 
rate regulation, if you have five independent truck operators competing 
between points A and B and one of those five operators is owned by wigaiie 
way, it is possible for the railway-owned truck firm to so reduce its 
rate that it might put the other four independent operators out of busi- 
ness. The railway-owned truck operator is not likely to go bankrupt 
because it has behind it, in the case of the Canadian Pacific Railway, the 
vast financial resources of that company, and, in the case of the Canadian 
National Railway, the taxpayers of Canada. 

Canadian Trucking Associations has admitted frankly that so far 
as the evidence indicates to date, the railways have not operated their 
subsidiary trucking companies in such a way as to eliminate their competi- 
tors. This is no guarantee, however, that they will not take such action 
in the future. The statistics have indicated a steady growth in the 
amount of freight moving on the highway. As the railway problem increases 
and as more and more freight moves on the highway, the railways may find 
it necessary to take action through their trucking subsidiaries for the 
purpose of reducing a rate in order to eliminate competitors in a certain 
area of Canada. 

In the United States of America the railways are not permitted 


by Federal Regulatory Authorities to acquire competing and parallel truck 
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lines. By the same token, the Trucking Industry in the United States is 
not permitted to purchase a competing or parallel railway. This state- 
ment, while ridiculous in Canada, is aoe ee ridiculous in the United States 
as there are several trucking concerns with investments and profits in 
excess of several of the American class two railroads. It is further 
respectfully submitted that the British experiment of nationalizing both 
the railways and the Trucking Industry to provide an integrated service 
has proved disastrous. The railways are now suffering substantial losses 
in Great Britain and the authorities have found it necessary to attempt 
to unscramble the eggs and return a substantial portion of the Trucking 
Industry to private enterprise. It is submitted by Canadian Trucking 
Associations that there is a real danger of the railways re-acquiring a 
monopoly position, at least in certain areas of Canada, if they are per- 
mitted to continue to purchase truck lines in the future as they have in 
the past. 

The examination of the record indicates that three of the 
trucking companies owned or controlled by the Canadian Pacific Railway 
operate between the Ontario City of Cornwall and the Quebec City of Mont- 
real. A further examination of the record will indicate that these three 
companies are the only Class "A" highway operators between those two 
important cities. In other words, there is no independent truck operator 
operating between Cornwall and Montreal. It is submitted that this is an 
example of the return of the monopoly position which the railways have 
acquired in this area as a result of the control of these three truck 


operations. 
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The position of Canadian Trucking Associations with respect 
to the Canadian National Railway is based upon additional grounds. 
Canadian National Railway is owned by the taxpayers of Canada and can 
be fairly described as a nationalized railway. Every time the Canadian 
National Railway purchases an independent truck operation it amounts to 
nationalization of that operation. And so, if you have two truck opera- 
tors competing between points A and B and one is acquired by the Canadian 
National Railway, you have, in effect, the independent truck operator com- 
peting with a subsidized and nationalized truck competitor whose losses, 
if any, are paid by te Canadian neeronen Railway; whose losses are paid 
by the tax payers of Canada including the independent truck operator. 

It is respectfully submitted that the railway should be pro- 
hibited from further purchase of competing truck lines and that if they 
are to be permitted to operate trucks it should be as a complementary 
service where, it is considered in the public interest, the railways 
require a complementary truck service to operate. The Province of Quebec 
has indicated that this service should not extend beyond a pick-up and 
Per very. service in urban areas (p.20672) and that they should make 
arrangements with independent truck operators for any service beyond 
that point. 

It should be possible for the railways and the Trucking Industry 
to collaborate in the movement of goods to outlying areas in the same way 
that the railways have collaborated with cartage firms in urban centres 
for delivery of goods from railway depots to destination points in and 


around large cities. 
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It should be recalled that in connection with the evidence given to this 
Commission at page 18771 the merchandizing service of the Canadian Pacific 
Railway will be used in such a way that goods will move by rail or by 
truck depending upon the decision of the railway itself. Several of the 
subsidiary trucking operations are not wholly owned by the Canadian 
Pacific Railway and it is submitted that if the railways arbitrarily take 
away the right of the truck operation to earn its profit by designating 
rail over truck, the railway is affecting the revenue position of the 
truck subsidiary and can adversely affect the rights of the minority 
shareholders of those companies. 

Recognizing the fact that there would be certain circumstances: 
under which a regulatory authority might decide that the railways should 
be permitted to operate a truck line, the draft Highway Act of the 
Canadian Trucking Associations has provided that if the regulatory 
authority believes that, in the public interest, it is necessary to grant 
an authority to a railway to operate a truck line the provision in the 
draft Act would permit that authority to give the necessary permission. 

It is further submitted that the making of joint through rates 
between railways and independent truck operators should be recommended. 
The Canadian National Railway has recommended an amendment of the Railway 
Act to make more certain the right to make such joint rates. The 
amendment is supported by Canadian Trucking Associations and the 
extension of these rates is also supported by the Province of Quebec; 

PSZ06073° = Province of Quebec 

"where the railway wish to use trucking services outside 
pick-up and delivery services, our recommendation is 


that the railways work out transportation agreements 
with independent truckers. 
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SUBSIDY 
Comments, discussions and arguments with respect to the 
question of subsidy has occupied much of the Commission's time. Before 
directing some remarks to the question of subsidy I should like to 
clarify the position of Canadian Trucking Associations with respect to the 
question of the Statutory grain rates. This question, raised at the first 
day of the hearings, has occupied a vast amount of time and attention of 
this Commission. The Commission will have realized that Canadian 
Trucking Associations and I, as its Counsel, have taken little part in 
the cross-examination with respect to the Western grain rates. The 
Trucking Industry of Canada is well aware that strenuous efforts are 
being made to persuade this Commission to make recommendations that 
will unshackle the grain rates so that they will find a "just and reason- 
able level". It is, therefore, necessary that I consider the haulage 
Of grain by the Trucking Industry. 
TRUCKS HAULING GRAIN 
A great deal has been said to this Commission about the 
ability of trucks to haul grain. Mr. Donald Gordon at page 1374 stated 
that some Western grain was being hauled by trucks. Mr. C.L. McCoy, 
C.N.R. stated that there was a movement of domestic grain in the Prairies 
by truck: | 
P. 3173-4 
ds It is not a fact that the higher rate for domestic 
Grain-in the, Prainies.means. that iablopio£tithat 
grain is moved by truck? 
As ,f Wouldn't asayvallisot Lu, nossledontcathink iso 
There may be some movement by truck. I know 
there is a movement of flour from Medicine Hat, 
Portage La Prairie and Winnipeg and I believe 


by using competitive rates we got the business 
back. 
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Oi, 
The Alberta Farmers' Union stated that large amounts of grain 


were moved by truck in Alberta: 


P. 5749 - (E.C. Nelson, President of Alberta Farmers' 
Union being cross-examined by F.R. Hume,Q.C.) 


Q: "Now, just arising out of your remarks, does much 
grain move by truck in Alberta say, distances in 
excess of 100 miles?" 


A: "I have no figures to show you the actual amount of 
grain that is moved that distance, but in the past 
four or five years, with the heavy movement of 
grain that has been taking place, because of the 
excess production in certain areas and a shortage 
in other areas, a large amount of grain has been 
hauled by that method but I can't give you the 
figures." 


Q: “.....Is much grain hauled by the tandem truck?" 


A: "In certain areas quite a lot of grain has been 
hauled in the last three or four years." 


The witness for United Grain Growers, Mr. Brownlee, gave interest- 
ing evidence that the movement of grain by truck will grow: 
P. 14237 


Q: "Mr. Brownlee you haven't touched at all in your sub- 
mission on movement of grain by truck or movement 
which might be possible in the future. Could you 
give the Commission your views as to the possibility 
in the future of movement of grain to a significant 
degree by road transport?" 


(Questioned by Mr. Cooper) 


A: "I could not venture to speak with any more authority 
than anyone else in this room. We do know this, that 
five years ago the idea of sending the grain by 
truck was not known in the west and I doubt if any- 
body in the west expected that it would take place. 

The fact remains that, today, from our two elevators 
at Creston and Windell, B.C., or I will say these two 
points, Creston and Windell, British Columbia, at 
which we have elevators, that the greater part of 
the product of that territory is now moving by truck 
to the Pacific Coast ..... their haulage is some- 
what up to 590 miles and their cost works out at 
something less than 2¢ per mile." 


| Grain is moved from the Creston, B.C. area to Vancouver at 1.9¢ per ton 


mile (p. 18784-6). 
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98 
In the United States of America there is a substantial movement 
of grain both domestic and export by truck (see the evidence of Mr. 
Edsforth at p.1848; the evidence of the Province of British Columbia 


p.13473; the evidence of United Grain Growers p.14154) ; 


P.18787 - (Cross-examination of Mr. R.A. Emerson of 
Canadian Pacific Railways) 

“TMhere is a substantially greater movement of grain 
in the western United States of course than there is in 
Canada where first of all, railways are much higher -- 
much, much higher -- and secondly there is much greater 
domestic consumption of grain and much of it moves to 
local points for that reason and also to points on the 
Mississippi water system for furtherance by barge." 


P.1877 - The witness (C.D. Edsforth, Vice-President, 
Canadian Pacific Railways) 


“There are some fairly long hauls of grain by truck 
in the United States, that is so.” 


The importance of the Trucking Industry to the farmers of Canada 
is patent and was brought cut by the witness for Canadian Federation of 
AGE LCuLcure at p.10108-9 who indicated that the use of trucks has 
‘provided substantial savings to the farmers and has widened the farmers ' 
market area. It is therefore the conviction of Canadian Trucking 
Associations that the movement of grain by truck will increase substan- 
tially in Canada in the future and that if the Parliament of Canada 
releases the rate on export grain, either by reason of recommendations 
of this Commission or otherwise, that export grain will move by truck 
as it does in the United States. 

Evidence was given to this Commission by Canadian Trucking 
Associations of the movement of grain to export positions by truck in 
the United States. The grain rate in the United States is not a 
statutory rate and has been allowed to find its level in the competitive 
market. In fact the evidence indicates that the railway grain rate 
in the United States is a truck competitive rate from many points. 


Unloading facilities have been developed in the United States and grain 
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is trucked to Minneapolis Ports for distances up to seven hundred miles 
(P. 14154). 

In the future some trucks will haul grain exon point A to 
point B as a front~-haul or as its important freight. Other trucks will 
haul grain from point A to point B as a back-haul movement. Every 
truck that Leaves its terminal and goes to a distant point must return. 
Le.does not fee ensues a rate is 8 Eronté-haul,-or a back-haul rate ~ 
the economic effect is that the shipper receives the benefit of the 
competitive situation. The truck opewetou who is hauling grain from 
Creston, British Columbia to Vanecuu eas Pacific Coast points is 
hauling more grain ero that area than the railway (p.18784-86) . 

I do not. propose to argue whether, at the present time, at 
one-half cent a ton mile, any truck operator in Canada could economically 
haul grain.destined for export to tide water points. There is some 
evidence that grain does move at .02¢ per ton mile (p.18785). The 
impontantytact ;,,however 1s,that-«ltivthe rate is spermmitted:torntindia. just 
and reasonable level, as it has in ne United States, the truck will haul 
export grain to tide water and facilities will be built in order to 
permit the unloading of trucks at. tide water points, unless the rate is 
paid by a subsidy whiched Ss red sto sthesradlway os 

PelLS43 = CeO mcHdSfOrEn:, .CwPsks 

Q: "Is it not true in the United States there is a 
substantial truck movement of grain and grain 
products to export points?" 

A: “Yes, a substantial movement in certain areas for 
certain lengths of hauls, Mr. Hume, but you: must: 
remember that in the United States the rates are 
sometimes three and a half or even more times the 
Crow's Nest rates to Fort William." 

Both railways have requested that this Commission recommend 

that the rate be released from the Statutory hold-down by the granting 


of some sort of payment in the case of the Canadian National Railway or 
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by some sort of income tax adjustment in the case of the Canadian Pacific 
Railway, in order that the carrier will receive more revenue than it now 
receives for the carrying of grain. 

If some relief is granted to the railways and more money is paid 
for the movement of grain than the present statutory rate, it is the 
respectful submission of Canadian Trucking Associations that the recommen- 
dations must recognize that the Trucking Industry should have an 
opportunity of competing for that traffic in the future. 

THE PAYMENT OF SUBSIDIES TO DATE 

With few exceptions subsidies that have been paid for the move~ 
ment of goods have been "railway" subsidies. The railways, under the 
control and jurisdiction Oe ene Parliament of Canada, have historically 
been the chosen instrument of the Federal Government in cases where 
assistance has been paid for the movement of goods. An example is the 
Maritime Freight Rates Act. It is submitted that the reason for this 
attitude is understandable and historical. It is, however, to be noted 
that jurisdiction has shifted and transportation, having achieved such 
an important part in the economy of Canada, it is now submitted that 
subsidies paid for the movenene of goods should be paid in such a way that 
competing media of transportation have an equal opportunity of sharing in 
the payments. The position of Canadian Trucking Associations is 
supported by important witnesses who appeared before this Commission. 

Mr. Donald Gordon wants the subsidy payment for grain to be paid 
to the farmers so that the farmer pays the railways an increased rate 
and agreed that this subsidy should apply to the Canadian National Railway 
trucking subsidiaries: 

Pe el ou, 

Q: "If the amount to be paid as a just and reasonable 


rate is sufficient to attract the competitive 
modes of transportation, would you feel this pay- 
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ment which you do not want to call a subsidy might 
also be made to the farmer so that he might apply 
an alternative mode of transportation?" 


"There is nothing I would like more than to find a 
method whereby the payment by the Government would 
be given to the individual farmer and the individ- 
ual farmer would pay a just and reasonable 
freight rate dixect, All we in the railways are 
asking is to be paid for our services on a proper 
basis and if the farmer can pay it himself direct 
it would be alright with us". 


P.1338 


QO: 


"If Canadian National Transportation Ltd. decided 
to haul the grain from Manitoba to the head of the 
lakes would you feel your subsidy might also be 
paid for this movement?" 


"I would always feel that any method of transporta- 
tion that would be operated by the Canadian 
National Railways should be paid a proper return 
for services rendered." 


The Board of Transport Commissioners would determine a just and 


reasonable grain rate (p.1372-3) and that this would be subject to future 


freight rate increases (p.1393). 


Mr. C. D. Edsforth stated that the grain subsidy should be paid 


to the Western grain shipper in order that just and reasonable rates 


could be paid to the railway; 


P.1813 - (Cross-examination of C.D. Edsforth of Canadian 


As 


Pacific Railways by Charles Brazier,Esq.,Q.C.) 


"Well Mr. Brazier, if this is the position I think, 
the subsidy which we are suggesting should be paid 
to the western grain shippers, in order that the 
fair and reasonable level of grain rates be paid to 
the railways, as relation to the total cost of 
handling that traffic." 


P.1857 - (Cross-examined by F.R. Hume, Esq., Q.C.) 


At 


A: "Well I think as in the case of the statutory grain 
it (referring to a subsidy) should be paid to the 
shipper who would be reimbursed in order to permit 
him to pay reasonable rates." 

At P.1859 


"I think the records should be made quite clear that 
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my friend Mr. Edsforth said that this is a payment 
to be made to the shipper and this is the first 
time in all of the precis I have read where the 
statement appears that this payment should be made 
to the shipper." 
Mr. Hume: 


"T am very delighted with the answer and that is 
what I was hoping Mr. fdsforth would say." 


The City of Saskatoon in its brief indicated that any grain 
subsidy should be paid so that all media of transportation share in the 
Bubsiay © (p.9155) : 


"Other modes of traffic are just as entitled as the 
railways on the same ground". 


The Province of British Columbia points out if subsidies are paid 
to the shipper, the shipper gets a free choice of the media of transpor- 
tation and that this results in a better allocation of transportation 
resources (p.13493). It was stated by J. E. Brownlee of United Grain 
Growers that the subsidy should be paid to the shipper and not to the 
railways: 

"well I can only again reply that we can only 

again hope that it will not be necessary to pay a 
subsidy related to grain and grain shipment. r 
think, of course, I would have to agree with you 
that if in the wisdom of those who make our laws 
they should decide that in some way a subsidy were 
to be paid to assist producers it should be paid 
to them and not to somebody who is agent for them." 

The Province of Quebec feels that subsidies should be paid for 
the benefit of all media of transportation and should be paid to the 
shipper (p.20798 and p.20847). 

Certain of the evidence indicated that the rate for grain might 
achieve the same level as the rate in the United States. If this is 
the case, it is evident that the trucks will become exceedingly competi- 
tive with the railways for this freight. 

It is respectfully submitted that, if this Commission intends 


to report that the rate on Western grain is not on a just and 
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reasonable level (even though the Western grain producer may not be 
required to pay any more for the movement of his grain) and if the differ 
ence is to be made up out of the public treasury, this Commission should 
be fully aware of the possibility that those recommendations, if they do 
not recognize competing means of transportation and recommend a method 

of payment so that the trucking industry will be precluded from an 
opportunity of providing a competitive service, then those recommendationg 
will be repeating js mistake that was made (perhaps innocently) at the 
time of the passing of the Maritime Freight Rates Act. 

Without entering into the controversy as to whether the rates 
should be altered; whether the Crow's Nest Pass Agreement is still in 
effect; or whether a sans tay should be paid in the public interest, 
Canadian Trucking Associations on behalf of the Trucking Industry in 
Canada submits that if this Commission recommends additional payments for 
the carriage of export grain, those recommendations should recognize that 
the payments should not discriminate against the Trucking Industry but 
be paid in such a way that the shipper has a free choice of deciding 
how he wants his grain to move. 

MARITIME FREIGHT RATES ACT 

The Canadian Trucking Industry points to the Maritime Freight 
Rates Act as an example of a mistake that should not be repeated. This 
Act was introduced at a time in history when the Trucking Industry was 
not a factor in inter-city transportation and it naturally provides that 
the assistance is to be paid to the two railways. Ii the normai rate 
for forwarding goods from point A in the select territory to point B in 
the select territory is $1.00, the railway quotes the shipper 80¢ and 
the shipper pays 80¢. If the truck operator is to be competitive price- 
wise, he must also quote 80¢. If the railways move half the goods 


and the truck operator moves half the goods, the competitive disadvantage 
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of the truck operator is quite apparent because the railways receive the 
additional 20¢ from the taxpayers of Canada and the truck operator, not 
only does not receive this payment, but contributes to the 20¢ paid to the 
railway. It should be noted in passing that if part of the goods moving 
from Rod nt A to point B are moved by a trucking company which is a sub- 
sidiary of a railway company, the railway company still receives the 
subsidy of the portion of the truck haul but the independent truck 
operator does not have an opportunity of sharing in this payment. 

By any measurement that anybody wishes to make, the Trucking 
Industry in the Maritimes is far behind the development of the Trucking 
Industry in other portions of Canada. This may be partly attributed 
to inferior roads and it may be partly attributed to,general economic 
conditions prevailing in the Maritimes. It is the opinion of the Maritime 
Trucking Industry, however, that the most important. and compelling reason 
is its unfair position under the Maritime Freight Rates Act. The Maritimes 
would like to have a trucking industry as competitive as that in Central 
Canada. They complain that because there is less competition in the 
Maritimes they have fewer competitive rates and that therefore when a 
percentage horizontal increase is granted, the Maritimes are required to 
pay a larger portion of the freight bill than the people in Central Canada, 
There is no doubt that the development of the Trucking Industry in the 
Maritimes has lagged behind the development of the Trucking Industry else- 
where in Canada and the Maritime Freight Rates Act must take a large share 
of the blame for this situation. 

This fact has been recognized by the Maritime Provinces in their 
submission to this Commission. It is of great significance that the 
Maritime Transportation Commission advocated that the Trucking Industry 
would share in the increased subsidy that is proposed under the Maritime 


Freight Rates Act, because,the Commission claims, if the Trucking Industry 
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did not share in this increased subsidy, their competitive position would 
be seriously affected. 

After admitting that the truck operators in the Maritimes had 
complained that the Maritime Freight Rates Act affected their competitive 
position (p.14498), the Commission admitted that the Act was one of the 
factors inhibiting truck development in that area (p.14590). The Maritime 
Commission has cette cattene to this Royal Commission that the amount of the 
subvention under that Act be increased and they have recommended that the 
Trucking Industry share equally with other means of transportation in this 
_increased subvention. 

This is the first time that any Government of any Province in 
Canada has officially recommended the payment of a subvention to the 
Trucking Industry and it is a recognition of the growth and development of 
the Trucking Industry. 

The reasons for not advocating the equal payment of the whole 
subsidy under that Act were difficult to understand. When asked why, i Mrs 
it was logical to pay the increased subvention to the Trucking Industry, 
it was not equally logical to pay all the subsidy, the witness stated 
that he was unable to answer the inquiry: 


P.14602 - C. F. Dickson, Maritime Transportation 
Commission. 


Q: "What is so special about this additional subsidy 
that does not apply to the present subvention? 
In other words, if, ideally, it should be paid to 
the transport user or should be paid to all types 
of transportation, what is so special about this 
extra thirty odd per cent that doesn't apply to 
the first thirty odd per cent?” 
A: "I'm afraid I can't answer you Mr. Hume." 
I submit that the Maritime Transportation Commission, speaking 
as it does on behalf of the four Maritime Provinces, must, to be logical, 


agree that if the increased subvention is apt to restrict and inhibit the 


growth and competitive position of the Trucking Industry in that area, 
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then any payments made under the Maritime Freight Rates Act are equally 
harmful. 

The Trucking Industry therefore recommends that payments under 
the Maritime Freight Rates Act be paid to the shipper so that the 
shipper is free to choose his own method of transportation and so that one 
transportation agency does not gain an artificial advantage over the other 
at the expense of the taxpayer. Premier Fleming, at page 242, indicated 
the importance of opening up expanding markets in the rest of Canada and 
that the payment of the Maritime Freight Rates Act subvention to all 
methods of moving goods was in the best interest of the Maritimes. Mr. 
Alex Hill of Acadia Atlantic Sugar Co. agreed that the subsidy should be 
paid to all media of transportation (p.436). Canada & Dominion Sugar Co.| 
agreed that it was a matter of discrimination that only the railways got 
the benefit under this Act. Mr. Edsforth on behalf of the Canadian 


Pacific Railway admitted that the assistance should be paid to the 


shipper: 
P.18179 - (Mr. C.D.Edsforth, Canadian Pacific Railways 
discussing the Maritime Freight Rates Act 
subsidy) 


"Now, Of course, I am not in a position to say 
whether this kind of assistance is needed or not but 
if it is decided that the shippers in the Maritime 
Provinces require assistance of the order mentioned, it 
is my view that this should be paid directly to the 
shippers who are able to demonstrate to the responsible 
authorities their need for assistance. In other words, 
it is the shipper who would need the assistance and it 
should not be tied to transportation costs." 


The Province of Quebec in its submission opposes the increased 
subvention but does not oppose the principle that the payment of the sub- 
vention should be to all Reels of transportation (p.20847). Maritime 
Transportation Commission agreed that updating of the Maritime Freight 
Rates Act would give the shipper a free choice of carrier. 


It is further submitted on behalf of Canadian Trucking Associa= 
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tions that there would be no serious administrative difficulty in paying 
these subventions that could not be overcome. The then Minister of 
Transport, under date of July 10th, 1959, requested Canadian Trucking 
Associations. to bring this matter to the attention of this Royal Commiss- 
ion. The matter having been brought to the Commission it is the hope of 
the Canadian Trucking Industry that the Commission will recognize 
that the payment of a subvention on normal rates, competitive rates and 
agreed charges to the railways and not to the Trucking Industry is an 
unfair practice, and that they will recommend that any subventions under 
the Maritime Freight Rates Act be paid to the shipper so that all media of 
transportation may equally benefit and that this would naturally apply to 
any increase, if an increase is to be recommended. 
BRIDGE SUBSIDY 

With respect to the bridge subsidy, this payment was brought into 
effect as the result of the Turgeon Commission and has been attacked by 
various parties before this Commission for a variety of reasons. The 
Province of British Columbia sees the bridge subsidy as unfair in permitt- 
ing the aes goods of Eastern Canada to find their way into 
Manitoba and Saskatchewan at a rate lower than normal and thus compete 
unfairly with the British Columbia goods. The subsidy permits the 
establishment of artificially low rates on certain freight movements and 
therefore interferes artificially with normal pricing mechanism. The only 
freight eligible for the sibetay is non-competitive traffic but the amount 
of the subsidy is a set sum. As the evidence indicates, this area of 
traffic is gradually shrinking and as the payment of the seven million 
dollars does not depend upon the volume of the freight shipped, it will 
be seen that eventually certain movements will be very heavily subsidized 
and the rates could become completely unrealistic. The truck operator 


also has to make a long haul across the area north of the Great Lakes or 
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he has to travel via American highways and pay heavy state taxes and 
license fees for the privilege of doing so. The trans-continental 
operator does not receive any bridge subsidy and the area is as unproduc- 
tive for him as it is for the railways. As more and more freight moves 
across the "bridge" by agreed charges or competitive rates, the annual 
subsidy can throw certain rates completely out of line and it is recommend- 
ed by Canadian Trucking Associations that this subsidy be abolished. 
FREIGHT RATES REDUCTION ACT 

This Act originally provided for the payment of twenty million 
dollars and was later increased by a further seventeen million dollars. 
The Trucking Industry was and is violently opposed to the principle behind 
and the payment under this Act. As the railway costs went up, they 
required more revenue and brought an application for a rate increase. The 
increase was found to be justified and was granted. At the same time the 


truck operator's costs went up and he also reguired to receive more money 


for the carriage of his goods. 


As a result of protests to the Government of Canada, the Govern= 
ment suspended the operation of the increase and granted the twenty miJjlion 
dollar subsidy to the railroad. 

The Government forgot the truck operator. 

The effect of the Freight Rates Reduction Act was to pay a sum 
of money to the railroads to assist them in their financial enos ones 
without any regard whatsoever to their competitors or the effect that such 
a payment would have on the competitor. 


The competitor, as a taxpayer of Canada, is paying part of the 


subsidy and so the truck operator is aware that while he receives no 


consideration with respect to his rising costs, part of his tax dollar is 
being used to subsidize his railway competitor. It is respectfully 


submitted that this Commission should make no recommendation for the 
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perpetuation of the Freight Rates Reduction Act. If the railways require 
additional revenue for the purpose of moving their goods, so do the truck 
Operators. Neither one media nor the other has any monopoly on constant 
costs and the level of rate should be determined in the market place and 
not by artificial subsidization of one of the transport agencies. 

It must be further remembered that in some of the Provinces of 
Canada the Bee ate a are regulated. The trucker is not free to increag¢ 
his rates in those areas without receiving the permission of the regula- 
tory tribunal. As the truck operator's costs go up he must apply for an 
increase in his freight rates and if he can show proper cause to the 
regulatory authority, he will receive the increase. The staggering effect 
of an artificial freight payment to the railways by way of subsidy can be 
imagined and it is hoped by the Trucking Industry that this Commission will 
recognize these matters in making any recommendations with respect to 
freight rate freezes in the future. 

One of the main fears of the Trucking Industry was eloquently 
voiced by Commissioner Anscomb who said, referring to subsidies at page 
20963, 

"Once it is on, it is never taken off". 

REVIEW OF SUBSIDY POSITION 

Concluding my remarks on the question of subsidy, I would like to 
speak generally with respect to this matter in order to sum up the position 
that I have advanced on behalf of the Canadian Trucking Industry. The 
Trucking Industry is not asking for any subsidies as such. It must be 
recognized as an economic fact of life that every transportation agency 
Operating in Canada has received subsidy assistance in one form or another. 
The air lines have the privilege of using expensive airports and weather 


information. It is presumed that the fees that the air lines pay for 
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mene privilege of using the air ports and the weather information is a 
fair and reasonable fee and will compensate. the taxpayer for the construc= 
Bion of these facilities. 

The shipping companies have the advantage of the seaway canal, 
locks and other facilities provided at the expense of the taxpayer. A 
fee is charged for some of these services and it is presumed that the fee 
is set at a proper and reasonable level. 

The Trucking Industry receives the use of highways constructed 
at the expense of the taxpayer anda fee is charged for the use of those 
highways. It may be presumed, as was said by the Turgeon Commission 
Report at page 266: 

Pb bieiters er) dase the interests of the Province to collect 

at least enough revenue from this source to avoid loss 

if not to make a profit and there does not seem to be 

any reason to suppose that this is not being done”. 

It is my interpretation of the evidence of the Officials of the 
Canadian Pacific Railway that they are opposed to the granting of sub- 
sidies to the railways as such. An example of a subsidy that is paid 
Biirectly to the shipper is the Feed Grain Assistance Act subsidy. The 
Feed Grain subsidy is paid directly to the shipper who pays the freight 
Charges and some of the feed grain moves by truck and some of it moves by 
Bails 

Pies OO ee Ce Pee MOCCOV 7 ig Nw is 

"The administration of the feed-grain subsidies does 


not involve railway, freight way-bills or tariff. In 
this case the subvention is paid directly to the 


¢ 


person who pays the freight charges". 

This is an example where the producer of the product receives 
Government assistance as a necessary part of the economic development of 
the country and the subsidy is definitely a feed grain subsidy rather than 
a transportation subsidy. Certain subsidies are paid with respect to 


the movement of coal which are made for the purpose of assisting the 


res H 
seins Nesey. eld hag Wien ale mee re: 
a : aN ip hak: si ; 
Ictteaneo oft wh. sevequmst any tse wuteianiees Lie poem. oak” ‘etd 

‘ . a! 
| SY  sotdttion’ : 
‘i tie bi a MY al oo 
hoe Yswses ott to apstnswie evs levied aolesdeec aaa 


vt 
es 
+ 
ka 
ww 
* 
-~ 
~ 


TO Sundtdte ocfo der toe Perla He aition’ 49 


~~ 4 


ye. oct On PL ak ‘st Bat S57), tee ete is eit e: 


fernvrot aleasoase’ Bre : 
, hi : ; , i baal 
Babi D FANE Tk ER! ot CAE a CON IG ET: | GAS Herat ee ve saubst po it oun Pi 
‘ ra sa eit ' ar i oath.) ion | 1 Ge ; bay 
a PA Big SA fb Fier A Pa By a a) pay nnn ari ae Yo 52 


i 


no fee vemos adept wad Wee BE Be Wie eas 0", (vat: aod ‘sa ye ro; ) 
s9a8' op 
tyouwd gait be agdestoda® add af ak” Mt ts 
ct 2 oy qo. aes i SrGeVves Hp EP sono): 


rer hs Om S7On?s bus Sitomd 4 alan QF Jon rs 

» on u oh Wits Sets seogque ot Aoagex ys 

| x wry ‘ Curent Py h era 5 A a aS Pa ? i no 
: 2 BL429 pI ONL VS DAT (OO MOLIsSISTQGS IHL yet wh 


*&, 
44 


o 


. t - - i. Pus - ” " a D r 
| (' | URShCIO 8 Yards Jods, yawlies so aa sa 
' , i sy oe 

Yi Jed in © UO Ot oe oe ow BA aysuliogn rc) >; 
4 mare 


nary 
pee 


, 


t fre | whe , a A ' i> D weeks © gr ay i irve one . i 
‘ YAS eere JURA SULIT ERA ALU Pest she as egats fe eid 6 


| 
shin. aioe iy FE beck Oy hee. ek 
~~ a ree os VisISA Lb Pe) LBC Bae 


4 4 etn h » =4 sri 7 , 4 wa or o% oF ow. 2 em * 7 “4 . : oS - . 
nf y . \ brs ern fel Yom. OLSLp bee eit Bo. amos 
f ; in Ay ww 


(Dee ood QO. ith 


30h BF COLMAR KIetpeSoeek etfs 2o sets sk hubaielenar is 
‘4 143] a RES 2 Gin ce: WRLask Mew! ter ay lc 
a 5 ww 7 - is im, — . 
a J UD Bisd 8k, wetaneadas mats 


. » Abaterl) Drts ri 42 rts BYnc oie" 


Sk JOGO SG Ot) Ie. te suboete ies ora SLemaxs 

~~ &@ a othtinn “may ’ F —_— - ™ | uy ' ; i ay ; i Z 
ao t9 tego fs ) ofmoneod als te ITAY yikes oom wat 4A Sing 
§ ' rr Ve a Bt, " 
WF xgeldad vheddira rnigapy baat yLadhas ah in eBtodiva’ a 


a Aoiw Drag sve shinai eg if 


Loe heen. Ro Secget ay 
ren, 7 


411 


producer and those in the business of marketing coal. | 

It is respectfully submitted by Canadian Trucking Associations 
that the transportation agencies should not receive and do-not require 
direct subsidy. If the movement of goods is to be subsidized, then the 
subsidy should be paid to the shipper who will use the subsidy or a portion 
thereof for the purpose of defraying the proper freight costs of the move- 
ment. An example is furnished by certain farm subsidies in the United 
States. The producers of grain in the United States have to pay the 
normal freight rate on grain, even to export position. The carrier rec- 
eives proper full rate and the trucks and the railways compete for the 
grain and there are in fact competitive rates in existence for this move- 
ment. It is to be noted, however, that the farmer receives benefits and 
assistance in other ways which are clearly. farm subsidies and are paid and 
intended as such. 

Much has been said before the Commission that if the trucks are 
to eventually share in the subsidy for the hauling of grain in Canada they 
must be ready to take on the same obligations as the railways - and this 
is intended to refer to the lack of demurrage and the fact that certain 
grain movements have priority. If the Government is administering a sub- 
sidy for the eovanient of grain which is paid directly to the shipper, the 
shipper will be free to select the means of transportation best suited to 
his needs. The Government is also free to make whatever regulations are 
required with respect to the movement of grain by truck and to impose 
those regulations on the Trucking Industry. If the Maritime Freight Rates 
Act is administered as. urged by the Canadian Trucking Industry it would 
be a transportation subsidy but it would be paid to the shipper who receives 
assistance in the movement of his goods by the transportation agency of 
his choice. | 


Canadian Trucking Associations, in its submission to this 
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Commission, made three important points with respect to any recommenda~ 
tions dealing with subsidies and I should like to restate them here for 
emphasis. 

(a) I£ subsidies are necessary, the method of paying the subsidy 
should be such that it does not interfere with the natural development of 
competitive forces in the transportation field in Canada. 

(b) whenever it is not possible or practical to pay the subsidy 
mo the. shipper or sf all types of competing carriers, methods of implement~- 
ing policies of assistance other than by subsidy should be considered. 

(c) If a subsidy has to be paid, the subsidy should be paid to 
the shipper who would then be free to elect that form of transportation 
which best suits his needs. 

OTHER ASSETS 

I should like to direct a few remarks to the question raised by 
sub-paragraph (al) of the Order-in-Council with hae to "other assets" 
and the extent EO which they should be taken into account in establishing 
freight rates. It was the position of Canadian Trucking Associations 
that the inclusion of “other assets" is economically unsound and is bound 
Zo create pe ncstion in the investment policies of the railways affected. 
The first problem involved is to decide what constitutes “other assets", 
and this would have to be carefully defined. 

A restaurant connected with a railway station might fall into 
rail earnings or “other assets" depending upon the definition. Other 
investments of the railways have their own peculiar investment needs and, 
if they make a profit, there are some who argue that this profit should 
be taken into consideration in fixing rail rates. | 

What of the other side of the coin? If the other assets incur a 
loss, it is then equally Dene Ouan La to request the freight rate shippers 


of Canada to subsidize the endeavour by making up the loss out of freight 
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revenues. This is the very matter complained of in many parts of Canada 
with respect to losses on passenger traffic. 

There are also some truck operators in Canada who are affected 
by similar considerations. Some of the large trucking firms have other 
subsidiary undertakings and in one or two cases, the subsidiary undertak- 
ing has grown to be larger than the trucking operation. It is respect= 
fully submitted that one gets onto very dangerous ground if it is suggested 
that there should be cross~subsidization between various undertakings of 
the business. A ceiling on freight rates is regulated as a matter of 
public policy with respect to the movement of goods by rail, and in some 
Provinces with respect to the movement of goods by truck. It is respect- 
fully submitted that a collateral or subsidiary operation of a transport 
company should have nothing to do with the revenue requirements of the 
transportation endeavour. 

CONTROL AND REGULATION 

I should like now to turn to one of the most important parts of 
the submission of Canadian Trucking Associations - that of the control and 
regulation of the Trucking Industry in Canada. J noes already indicated 
some of the problems that arose out of the jurisdictional mix-up under 
which it was originally considered that all trucking was under the control 
and jurisdiction of the Provinces and that railways, under the terms of the 
British North America Act, were under the control and jurisdiction of the 
Parliament of Canada. 

In the past this has produced a feeling on the part of a great 
many people in Canada that the railways were the special responsibility 
of the Parliament of Canada and that the trucking industry was the special 
responsibility of the Provinces. 

This is still true with respect to intra-provincial trucking 


which is under Provincial jurisdication. It is not true, as I have 
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indicated above, in the case of international and inter-provincial truck- 
ing. In the Winner case, the Supreme Court of Canada did not have much 
to say with respect to the intra-provincial components of an inter- 
provincial truck operation. This matter was raised on appeal to the 
Judicial Committee of the Privy Council and the Judicial Committee of the 
Privy Council has made it quite clear that not only is the inter- 
provincial and international portion of the undertaking under the juris- 
diction of the Parliament of Canada but so also is the intra-provincial 
component of that undertaking. 

A truck line operating from Port Arthur to Winnipeg is clearly 
an inter-provincial truck operation and is under Federal control. A 
truck line operating he':ween Winnipeg and Brandon is an intra-provincial 
operation and is under Provincial control. The scope of the Trucking 
Industry is increasing and, due to technilogical improvements, better 
Beads and the development of the industry, the length of haul steadily 
becomes larger. Whereas originally the large volume of goods moving by 
highway was intra-provincial, now the inter-provincial segment of the 
truck traffic is becoming increasingly important. It was stated to be 
important in the report of the Turgeon Commission and the DBS figures 


show this importance is increasing. Because of the historical background 


under which the Provinces have regulated the Trucking Industry until 1954 


and because of an obvious reluctance on the part of the Parliament of 
Canada to assume the regulation and control of inter-provincial and 
international trucking, the Motor Vehicle Transport Act was passed and is 
now in force in.all Provinces of Canada except the Province of Newfound- 
land. 

The policy of Canadian Trucking Associations is opposed to 
Federal control of its operations by a Federal Transport Board. In order 


to understand the policy of the Trucking Industry and to better assist the 
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Commission in understanding the proposals put forward by Canadian Trucking 
Associations, I should say a word as to the background and basis for the 
position of the Trucking Industry in Canada. 

In 1932 the Duff Commission indicated in its report that there 
should be some sort of conference in order that the growth of motor 
truck traffic on the highways would be “restricted" to assist the railways, 
The Commission stated quite boldly at page 105 of its report that th cer- 
tain areas in Canada, where rail traffic was being made unprofitable by 
the competition of trucks, that steps should be taken to restrict or even 
prohibit the highway carriers from operating in these areas. The attitude 
and wording of this report was certainly not calculated to generate any 
great confidence in the trucking operators that the Federal Government 
did not intend to artificially restrict them in order to assist the 
railways. 

It should also be realized that there have been examples of 
deliberate Gigenininaten against the Trucking Industry to assist the 
‘railways. These examples were discussed in the evidence presented to the 
Turgeon Commission but were not repeated at this Commission because, quite 
happily, they had been largely eradicated. They did exist, however, and 
they did not create any great confidence in the minds of the truck 
operators in Canada that the Federal Government had their interests at 
heart to the same extent as it had the interests of the railways. 


The third factor that should be remembered is that the Government 


and because historically it was considered that the Federal Government 
should safeguard the railways and let the Provinces look after the trucks, 
the trucking operators in Canada formulated the policy by which they feel 
regulation of the Trucking Industry by a central Federal Board would be 


undesirable, 
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At the Turgeon Commission there was a great deal of evidence and 
many requests for regulation of the Trucking Industry by railway witnesses. 
These were interpreted at that time as meaning regulation by a Federal 
authority and it was the opinion of the Trucking Industry that the ory 
for regulation in 1949 and 1950 must have meant regulation of a restric- 
tive nature. It is therefore not difficult to appreciate why the Truck- 
ing Industry has been opposed to Federal regulation by a central regula- 
tory authority. 

It was therefore not surprising that after the decision in the 
_ Winner case and the reluctance of the Board of Transport Commissioners, 
or any other Board, to take on the. responsibility of regulating inter- 
national and inter-provincial trucking, a conference between the Federal 
Government and the Provinces agreed that a solution to the problem would 
be to preserve the present system and method of regulation. The Motor 
Vehicle Transport Act was passed as a result of that conference. Le 
adopted a technique which had received judicial approval in the case of 
in ne Prince Edward Island Potato Marketing Board (1952) 2 S.C.R. page 392. 

It had been decided as a principle of Canadian constitutional 
law that if the Federal Government was granted an area of jurisdiction 
under the British North America Act, it could not delegate that area to a 
Province nor could the Province delegate an area of jurisdiction to the 
Dominion. In other words, the Provinces and the Dominion could not make 
a trade. The Prince Edward Island Potato Marketing Board case decided, 
however, that there was nothing wrong with constituting a Provincial 
Marketing Board as a "Federal" Marketing Board to carry out certain 
Federal marketing legislation and regulations. Adopting this technique, 
the Motor Vehicle Transport Act, which received Royal Assent on June 26, 
1954, provided that where, by the law of a eeoiice: a license is required 


for an intra-provincial operation, then an extra-provincial license under 
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the Federal Act is also required. The Provincial Board, or Regulatory 
Official, sits as a Federal Board or Official for the purposes of the 
Motor Vehicle Transport Act. The Board receives its authority under the 
Motor Vehicle Transport Act and the license which it issues is a Federal 
license. 

This procedure appeared to satisfy the Federal Government who 
did not wish to assume the jurisdiction which the Court had decided was 
its Pee se neAbs litynt It also appeared to suit the Provinces whe had been, 
up until the Winner case, regulating the Trucking Industry. It also 
suited the Trucking Industry in that they would continue to be controlled 
and regulated by Provincial personnel sitting as a Federal Regulatory 
Board. 

Certain shortcomings of the Act, however, became apparent and the 
submission of Canadian Trucking Associations has fully set out the 
difficulties that have arisen in Part 10 of its submission which eee es 
in Volumes 59 and 60. 

In the result, if a truck operator wishes to carry out his under- 
taking for the carriage of general freight from Regina to Toronto he must 
apply to three Federal Boards for permission to operate if he desires to 
run on an all Canadian route. He first must apply to the Saskatchewan 
Board which, sitting as a Federal Board, grants him a license which is 
good for the Province of Saskatchewan. The operator must then apply to 
the Manitoba Board, which Board, similarly sitting as a Federal Board, 
hears the application and may grant him a license which is a Federal 
License and which covers the geographical area of Manitoba. The operator 
finally must then apply to the Ontario Board which, similarly sitting as 
a Federal Board, hears the application and grants a license with respect 
to that part of the route in Ontario. The applicant therefore comes 


under three sets of regulations; receives three separate Federal licenses; 
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and is required to go to three sets of public hearings. This is 
multiplied if you take an all Canadian route from Vancouver to Montreal. 

One of the shortcomings of the present Act is that one of these 
several Federal Regulatory Boards can render an opposite decision on the 
same application. In the example above, Saskatchewan and Ontario could 
give a favourable decision and the applicant could be turned down in 
Manitoba. @he xcesult is that the operator could not operate between the 
two Provinces named unless he is prepared to travel through the United 
States of America. The present Act does not authorize joint hearings 
and so situations arise in . which one Regulatory Tribunal gives one 
decision and another renders another on the same set of facts. One 
contrary decision is, of course, sufficient to prevent the operation. 

Also in the matter of rate regulation, under the Federal Act if 
there is no freight regulation in the home Province, then there is no 
rate regulation under the Motor Vehicle Transport Act. There are other 
deficiencies in the present Statute in that there is no procedure permitt- 
ing a review of licenses or the Bence) Aeon of licenses in the event that 
an operator is not discharging his public duty or is otherwise unsuicable 
to continue as a truck operator. 

In preparing for this Commission the Canadian Trucking Associa- 
tions reviewed the opinions of truck operators across Canada and was able 
to say in its submission to this Commission that 

"Tt can be stated unequivocally that there is not, at 

the present time, a single extra-provincial truck 

operator in Canada who considers the Motor Vehicle 

Transport Act is either an adequate or workable 

Statute”. 

Because the present Act is so unsatisfactory and because of the 
policy of Canadian Trucking Associations as opposed to the control of 
that Industry by a central Federal Board, Canadian Trucking Associations 


have brought forward a draft Act known as the Highway Transport Act which 


i Ba R 


has been submitted to the Commission as an alternative to the present 
situation. Some oe Ene advantages of the draft Act are the preservation 
in Provincial Boards of the continued regulation of the Trucking Industry 
(sitting as Federal Boards with respect to that portion of the Industry 
that is not within Provincial control) but it avoids the multiplicity of 
hearings concerning which no one could possibly agree. The Provincial 
Boards have Wad a long experience in truck control. The evidence of J. 
J. Harold on behalf of the Province of Quebec to the Commission in Volumes 
‘(125 and 126 indicates the approach and type of control that is carried out 
in the Province of Quebec. This is duplicated in most of the other 
Provinces of Canada. Provincial Boag ae have had a long experience in 
truck control and are set up to properly control the industry. The 
Federal Government has no such agency at the present time and most of the 
transportation specialists with the Federal Government are ex-railway 
personnel or persons who have had little or no experience in the Trucking 
Industry. 

The draft Highway Transport Act relates, of course, only .to 
-inter-provincial and international transport which it calls "“extra- 
provincial transport". The Act would be administered by the Department 
of Transport at Ottawa. The Act contemplates the continued use of the 
device presently in existence of constituting provincial regulatory 
authorities as Federal authorities for the purposes of regulating the 
Trucking Industry over which the Parlianent of Canada has jurisdiction. 
As the same personnel are regulating intra-provincial trucking, this will 
avoid possible conflicts between the two aspects of the Trucking Industry 
which are purely legal and are not based upon practical considerations. 
All extra-provincial transport operators must have a license under the 
authority of the suggested Act. The regulatory authority must consider 


whether public necessity and convenience reqguire the license; must 
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consider the fitness and financial ability of the applicant to Carry out 
the service and whether presently licensed operators are adequate to 
provide the service. 

If an application concerns more than one Province a joint Board 
will hear the application. One implied criticism of the proposal was 
that the number of possible combinations of regulatory personnel is 
exceedingly high. This. is, however, no reason to doubt that the system 
will work adeyuately. Examples can be found in a Province like Ontario 
where there are ten or twelve Judges of the Supreme Court of Ontario who 
sit in the appellant division and about thirty other Judges of the same 
Court who are available to sit in the appellant division if the.need 
arises. The number of combinations of such Judges hearing appeals in 
panels of three in Ontario is equally very large. The system appears 
to work quite satisfactorily however. 

It is believed that the practical applications would probably 
result in the allocation of one or another of the regulatory board members 
who would be designated to sit on joint hearings and the procedure would 
be orderly and far more satisfactory than the present procedure requiring 
a multiplicity On ave Anas at great expense and a terrific waste of time. 

Provision is made in the draft Statute for the review, amendment 
or suspension of licenses and the approval of transfers of licenses or 
changes in the share ownership of corporate license holders. The suggest-— 
ed Act contains a section which provides that any person engaged in the 
transportation of goods other than by highways would not be aie to own, 
lease or control a truck operation unless the joint transport board was 
of the opinion that it was in the public interest that such a license he 
issued. This is in furtherance of the policy of the Canadian Trucking 
Associations which was supported by the Province of Quebec, that the 


railway acquisition of parallel and competing truck lines would not be 
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allowed to expand or continue without some control eras upon the public 
interest. 

A section of the Act would prohibit freight poreaene from 
moving goods belonging to other persons via highway unless they were 
properly licensed but it would not in any way interfere with the ability 
of freight forwarders to carry on as they do at the present time by using 
pool-car or railway facilities. The draft Act provides'for appeals to 
the Court on questions of jurisdiction or law but only if leave to 
appeal is obtained from the competent Court. 

The Trucking Industry believes that there should be rate filing 
in Canada. This position was also supported by the Canadian Industrial 
Traffic League at page 9707. Because of this fact the suggested Act 
also provides for rate filing so that there would be a uniform system 
er crate filing across Canada under which truck operators, under the 
jurisdiction of the Parliament of Canada, would be reyuired to file 


their rates with the Regulatory Tribunals. These Regulatory Tribunals 


would have the right to adjust and alter tariffs and if more than one 


Province was concerned this would be done by the joint action of a gO Dnt 
Board. 

Considerable amount of time and attention at the hearings was 
occupied hy the Ueeee aie. of Part 10 and the cross-examination of 
Mr. John Magee with respect to this draft Act. It was presented as a 
careful and considered proposal to correct the situation which the 
Trucking Industry finds most unsatisfactory. It is respectfully 
Submitted that this Commission should recommend that the proposed draft 
Act be approved by the Parliament of Canada and implemented as quickly 
as possible, 

If, however, this Commission, after consideration of these 


matters, is unable to recommend the adoption of the proposed draft Act, 
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it is respectfully submitted that any recommendation for an alternative 
Statute should contain an additional recommendation that the Trucking 
Industry be consulted and have an opportunity to be heard with respect 
to any such amended Statute. 

The draft Peet Hontal ns other provisions designed, for example, to 
limit the percentage of freight that can be tied up by highway movement 
under an agreed charge CY Recon COnuL act wa. that agreed charge type of 
contract ever becomes universally employed in the Trucking Industry. It 
also contains provisions permitting the granting and filing of competitive 
rates in the same manner that the railways are free to quote competitive 
rates to answer truck competition. The suggested draft Statute is 
intended to pee esat a constructive proposal for the assistance of the 
Commission. Like all suggested legislation, it no doubt contains some 
provisions which would have to be reviewed from time to time. Loe 
very rare that Parliament passes a Statute which it finds it does not have 
to amend after further consideration or experience. 

I wish to conclude this portion of the argument on the control 
and regulation of the Trucking Industry by making a strong plea that this 
matter receive the attention and consideration of this Commission. I 
refer the Commission to page 10918 at which point in the proceedings, the 
Commission ruled that the evidence of Canadian Trucking Associations with 
respect to their draft Highway Transport Act was relevant to the inquiry. 
Being relevant, the draft Act is presented to the Commission as a con- 
structive proposal to solve this particular problem. If the Commission 
does not see fit to recommend the adoption of this suggested Act, I urge 
that the Commission recommend that some change in the present system of 
regulation under the Motor Vehicle Transport Act be made and if the 
Commission does not intend to recommend specific legislation, I urge that 


there be a further recommendation that the Trucking Industry have an 
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opportunity of expressing its wishes and views with respect to the formu- 
‘ation of any new legislation. 
CONCLUSION 

Because the members of the Commission have been required to 
read and study so many words I would wish that this argument could be re- 
duced by half. I will say to the Commission that it is considerably shor- 
ter than the first draft I prepared. I have attempted neither to over- 
state nor understate my client's position or the evidence relating thereto, 
If I have transgressed it has not been deliberate. 

I owe a duty to my client to make this additional submission 
Be ioauiiceion with respect to the deadline which has been announced 
for the Report. When one considers the amount of intellectual effort 
that has gone into the presentation of the various submissions and studies 
presented to this Commission in over one hundred and thirty-three days of 
hearing and when one considers the money that has been spent by Govern- 
ments and all parties in preparing and pee eae their views, it is 
somewhat disquieting to learn through the press that the Commission may 
be required, through circumstances over which it has no control, to shor- 
ten the time of its deliberations of the many complex and perplexing pro- 
blems that have been presented for recommendation and solution. It is 
to be hoped that the deadline does not present an undue burden on the 
Commission and that it is able to take whatever time it deems necessary 
for the careful consideration of the matters involved in this most 
important enquiry. 


As I was not present on January 17th 1961 when the public 
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hearings were concluded and could not join in the remarks of my colleagues, 
I cannot close without stating that I have considered it to be a very 
great honour to have had the privilege of appearing as Counsel before 
the Commission and I thank the Chairman and each epee of the Commission 
and the staff for the courtesy that has been extended to me throughout 
the long hearings. I am fully aware, in common with most Canadians, of 
the sacrifice that the members of this Commission have made. No one 
expected that the hearings would have continued into January 1961. The 
members of this Commission have each made a tremendous personal sacrifice 
and upon the completior of your report will have made an outstanding con- 
tribution to your fellow Canadians. Those of us who have followed the 
hearings of the Commissicn and have been privileged to take part in those 
prbessdings are fully aware of the extent of that facia Pee and the magni- 
tude of your Hone etait ien It is my sincere personal hope that I may 
have the opportunity to meet with each one of you again at some future 
time to renew the most pleasant and cordial relationship that has existed 
through the entire proceedings. 

RESPECTFULLY SUBMITTED. 

F. R. HUME 


Of Counsel for Canadian Trucking 
Associations 
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ROYAL COMMISSION ON TRANSPORTATION 
IN CANADA 
ARGUMENT 
ON BEHALF OF 


THE NORTH-WEST LINE ELEVATORS ASSOCIATION 


(I) INTRODUCTION 


The Association represents the free-enterprise section of the 
grain handling industry in Western Canada and its membership is composed 
of the following companies who between them operate 2,319 licensed 
elevators in Western Canada:-— 

Alberta Pacific Grain Co. (1943) Ltd., The 
Canada West Grain Company Limited, 

Ellison Milling & Elevator Company, Limited, 
Federal Grain Limited, 

Inter-Ocean Grain Company, Limited, 

lake of the Woods Milling Company, Limited, 
McCabe Grain Company, Limited, 

Midland & Pacific Grain Corporation, Limited, 
N.tional Grain Company, Limited, 

Parrish & Heimbecker, Limited, 

NoM. Paterson & Sons, Limited, 

Pioneer Grain Company, Limited, 

Quaker Oats Company of Canada Limited, The 
Robin Hood Flour Mills, Limited, 

Scottish Co-operative Wholesale Society, Limited, 
Searle Grain Company, Limited. 

The Association has closely followed the proceedings of the 
Commission. The Commission’ts Report will undoubtedly embody recommenda-— 
tions which will have far-reaching effects so far as the transportation 
industry and the economy of the coumtry as a whole is concerned. 

Much of the evidence presented to the Commission has been of a 
technical nature, and the Association feels it would be presumptious of 
it to comment on this evidence. ‘Other parts of it deal with problems 
and situations of which the Association has no immediate knowledge. Again 
the Association feels it should not attempt to interpret or comment upon 
such evidence. Accordingly the Association intends to direct its arguments 
towards certain areas which are either of supreme national importance or 
are areas of which the Association has particular and detailed knowledge. 


The three main categories into which the Association's arguments 


will fall are those concerned with: 
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(1) the significance of the Crow's Nest Pass Agreement, 
(2) branch Line policy, and 
(3) proposed subsidies to the Railways. 

(II) SIGVIFICANCE OF THE CROW'S NEST PASS AGREEMENT: 


(1) General 

Generally speaking the Association approves and endorses the 
analysis of the history of the Crowts Nest Pass Agreement made by the 
Province of Saskatchewan appearing at Pages 14948 to 15061 of the 
Transcript. 

(2) Formation of the Canadian Pacific Railway 

As was pointed up in the submission of the Province of Saskat~ 
chewan, the Canadian Pacific Railway Company was conceived and formed as 
an instrument of national policy. It received substantial subsidies from 
the Government loth at the time of its organization ane in its formative 
years. Details of these subsidies and the context in which they were 
granted have been fully set out in evidence. It is the belief of the 
Association that the management of the Canadian Pacific Railway Company 
has, over the years, used wisely the resources and the powers devolved to 
ite Seldom has a commercial enterprise been entrusted with so much 
economic power and seldom has such a stewardship been generally as 
capably discharged. However, the circumstances of the Railway's conception 
and expansion give weight to the words of 0.D. Skelton in the "Railway 
Builders'! at page 1593 

‘The fact remains that the bulk of the resources 

utilized in the original building of the road (the 

C.oPeR.) was provided or advanced by the people of 


Canada. The Canadian Pacific is truly a monument 
to public as well as to private faith.’ 


(3) Events Leading to the Conclusion of the Crow's Nest Agreement 
In reviewing the course of events which led to the conclusion 
of the Crow*s Nest Pass Agreement, particularly with the advantage of the 
hindsight which we now have, it seems clear that it was to the advantage of 


both the Canadian Pacific Railway and the people of Canada as represented 
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by their enocver ae that a Canadian line should be built into southern 
British Columbia, It is now also abvious that the establishment of the 
rates set by the Crow's Nest Prey during the period in which they 
or lower rates have been in force, has been of economic advantage, not 
only to the West, but to the whole of Canada. Indeed it seems reasonable 
to suppose that if low export grain rates had not been achieved by the 
Crow's Nest Agreement, they would have been achieved by some other meanse 

So far as the actual building of the line is concerned, it seems 
clear that the Canadian Pacific Railway Company itself was anxious to 
secure access to southern British Columbia, particularly in view of its 
known mineral potential. The statement made by Mr. Blair, the Minister 
of Railways and Canals, in the House of Commons at the time that the Bill 
was passed, and quoted at Page 1400/7 of the Transcript, serves to reinforce 


this view. It will be recollected that he said: 


"T know that in the report of a meeting of the shareholders 


of that company, which was held two months ago, the 
statement appeared that if the Government did not assist 
the Canadian Pacific Railway they would take hold of the 
work themselves without assistance. But I believe that 
that statement was not so much the declaration of a 

fact within the knowledge of the company itself as a 
statement put forward perhaps for the purpose of creating 
an impression for other ends, it may be upon public 
opinion or the Government of the country, and not that 
the company was in a position to take up the very large 
outlay involved by the construction of the line; because 
I believe that neither the Canadian Pacific Railway nor 
any other company at this time is so well situated that 
it would be able, without our aid, to construct the 
work.'t 


The economic advantages which directly or indirectly have flowed 


to the Canadian Pacific Railway from building the line when it did, have 


made it obvious that the decision of the Canadian Pacific Railway management 


to go ahead with the project was a justifiable decisions Probably the 
bargain was struck without the railway's management giving serious con 
sideration to the possibility of inflation. But even had this possibility 
been considered the management of the railway might have reached the 
game decision. 

It was pointed out in evidence how, before the Crow's Nest 


line was built, there was a constant threat of penetration of southern 
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British Columbia by American Railroads. It seems obvious that this threat 
must have been viewed as such not only by the people and Government of 
Canada, but by the management of the Baten Pacific Railway. The latter 
must have been more than anxious to exclude a rival road from an area 
which even then was known as likely to have a huge traffic potential. 

If, on the one hand, the building of the line seemed desirable 
to the Canadian Pacific Railway management, the rate reductions which were 
made on the other must, at the time, have seemed to involve the Company 
in little hardship, and indeed, might well have been viewed by the Railway 
as being likely to come about in any event. The only significant product 
of the prairie economy at that time was grain. The only major market 
for that grain was overseas, To be competitive the grain had to be moved 
cheaply over the great continental land mass which separated the area of 
its production from the ports from which it could be exported. At the 
time it was probably a sound rate-making practice to set the rates on export 
grain at around the Crow level in order to maximize the traffic. 

As was demonstrated in evidence, the Canadian Pacific Railway 
became the owners of millions of acres of land i Western Canada. It was 
clear that the only way the Railway could exploit this land, which appeared 
only suitable for agriculture, was by encouraging settlement on ite As 
has been seen, this was the policy which the Railway management immediately 
implemented. In 1889 it must have seemed obvious that in order to make 
the settlers already established, self-sufficient, and in order to 
attract new settlers to undeveloped Railway as well as Crown lands, it 
would be necessary to provide these settlers with a means of transport 
for their principal, and often their only, product to export positions. 
Without a heavy and constant flow of settlers, the prairies would remain 
a freight desert. Without reasonable rates for export grain, it would 
be difficult to attract settlers. The one factor was dependent upon the 
other. Again it seems likely that if the Crow's Nest Agreement had not 
been concluded, the Canadian Pacific Railway would have been obliged to 
give some similar guarantee of a fixed freight rate to the hundreds of 


thousands of prospective settlers from Eastern Canada and Europe who 


aaa ea aot ue 
aig? seis arerey § 


i =F ve ARTE oe 
s 


. 


<q eee bres eiqoeg nt i He A 
Sntdat ert ool be or? bast riathnas? anid es Haina 


gers oh moet aot sabiatih a aballize ot eo 


7 ra -* 7 : ay ran = ats 
gistiveses obDterd rene ek ot hots em a ain 


eldaxteeh betmen eqil eds Ye yetkh f 268 ait oan: ia te 


J Seal 

‘etaw dotiw enoizobies. eiay ent sia: pete, ‘yaad Mien» ants 
L Bs, es 

“naguae ols avlown oy atime ovat vests au? hl ateum sarite ao 

aS phe ih wae 


pod ope’ Low. 20 es <bmctint: Big! vgitotaad, ne 


vyawital odd <d bews 
rf ‘ ' } nah 
Youbet voserioiite vlao oy 2 wn rt pote, se109 ot teats a 
a) OE ry 1 4 i 
Aim ate Aste. ty A den nem rs ) a 4 mine ‘ og At if ae PY & ’ : 
detian cohen lee oS sre RO OEE ah 2B vane” y as can 


i 
i 


beaver: otf od bai aioe aid wy, aqme ed wsdl ms he ed vey tar, stadt to 


Ib R948 OAs, OS TKDE. TON eee: Robe isin itch eg ey wit eevo 


— 


ait aA. sbdewoae ot Sidon! ot abate moat OMe won aeaaniaais: - ‘ 


ort tas sc Loved yaad art bowers va ‘abate 

on r ' 7 : . ~*~ ‘e 

Yow tah Ohh EM DCE yeorenive ME bao ai nak ctw sé ¥ “eng A 
bhw 31° 4ehsna ; rs nor LS hy eracwp orld one 


co 
betrEogne Hotty ,Onstl hie o ) bivoo Yayibatt ee 1 al yino ant tad ac 


* 
5 
= 

2a 


‘ew ,seitledirees 40% dette iis 
“4 ri 
(oktia sat saw adds anon dead eed ia 
; ; A 


GHBIR! Of “Le a. sede? sooivedy bedeoe ened dee oe ORBLE cx bosoaselat 


or .enm WO“ § Llow. vp ~ipelLieh: Seqniie reir ant wii 3a wort dooxsda 


, ch e as 
disteyanie mA iil ee.e see eee epire my > De trraheo sien on bLiew | 
i . ‘ 7 r Ww « wp 
OT ORG RO: SUE Mixer ehoo tebe Bedcig fui tiatont ae Ts tet 

hee nd Sig Od! sre BOOS) hO MOLT at aShemaR. tutes wierd & dite 
Ye f 
a t 

. bi Lviv. of tar tOmkS' “oh weds writ esc) Chih a Jteeeb ti 


wid deen: Sriks b bth Nadas Sie) ot jem isd tee togtdse: out as 


ae E i wl) ‘ ) met 
» Sen Ded Sipser) 7 aM Olea ene Se cis iN lio st F 


i j ? 5 i i .! , Ry 
| ot Has hide stmmet. vee wit hyd inelier aE whe oe he . 
i . t (ORD a oe: 
\ PO Bete ori Oe eee SS wi Lae, 6 ws ve ti 
ts ie ee 


tag 


wanted an assurance that a farming operation based on export could 
economically be carried on at a distance so far removed from the ultimate 
markets. 

Reference is also made to the views on the value of the 
Canadian Pacific Railway of the Crow's Nest Pass Agreement, which were 
expressed by Sir Edward Beatty as recently as 1938 (Transcript Vol. 13, 
Page 1765) and expressed by Sir Clifford Sifton in 1929 (Transcript 
Vol. 13, Page 1762), 

A good description of the Crow's Nest Pass Rates ig to be 
found in the words of the Prime Minister, Mr. Diefenbaker, in 1959, when 
he said: 

"The Crow’s Nest Pass Rates are part of a bargain that 
was made between the Railways and the Government on the 


one hand, and the settlers who went west on the other 
hand." 


(4) Subsequent History of the Crow's Nest Pass Rates 


The Commission has heard a plethora of evidence on the suspension 
and various amendments of the Crow's Nest Rates which have been made from 
time to time since 1918. 

Briefly to recapitulate, the timetable of events which affected 
the original Crow's Nest Pass Agreement, is as follows: 


1918 - Suspension of Agreement by Order-in-Council (later ratified 
by amendment to the Railway Act of 1919) 


1922 - Restoration of Crow's Nest Pass Rates on grain and flour so 
far as east-bound traffic is concerned. 


1924 - Crow's Nest Pass Rates restored on west—bound traffic, 


1924- 
1925 - Proceedings before Board of Railway Commissioners and Appeals 
to Supreme Court at instigation of Railway. 


1925 - Introduction of Section 325 of the Railway Act cancelling 
Crow's Nest Rates on all commodities other than grain and 
flour, and making rates applicable to alli grain and flour 
moving eastward on railway lines from any railway point on 
prairies to Fort William/Port Arthur. 


1927 - Board of Railway Commissioners directed the Canadian Pacific 
to adjust rates on grain and flour from all Western points 
to Fort William to Crow's Nest Pass level. 


1927 - Board of Railway Commissioners directed that rates on grain 
and flour moving through Pacific Coast ports for export should 
be reduced to Crow's Nest Pass level. 
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It is clear that the 1918 suspension cannot be regarded as 
other than a war emergency, temporary, action of the Government, in no 
way intended to put an end to the Agreement. This view is confirmed 
by the fact that the terms of the Agreement were partially restored in 
1922 and wholly restored in 192k, 

During the period 1924~25 the Canadian Pacific Railway sought 
to'make the intent of the Crowts Nest Pass Agreement unworkable by putting 
forward a proposition that the rates should only apply to points on its 
lines which were in existence at the time of the original Agreement. 
Despite the victory which the Railway won in the Courts, it was obvious 
from the action of the Government in bringing in the 1925 legislation, 
that it was convinced that such a construction was not in the minds of 
the signatories in 1897, 

So far as the effect of the embodiment of the principal terms 
of the Agreement in the Statutes is concerned, the view has been expressed 
by various parties before the Commission that this legislation put an end 
to the contract as a contract and substituted instead, what are purely 
statutory rates. This apparently was the view taker by the Turgeon Royal 
Commission as evidenced by the terms of the Report of that Commission 
(Report of the Royal Commission on Transportation, Ottawa, King's Printer, 
1951, Page 244). The findings of the Commission in this connection seem 
to have been based on the construction of speeches made in the House of 
Commons in the Debates on the 1925 amendment to the Act by Mrs Graham, the 
Minister of Railways and Canals, particularly on a statement made by the 
Minister as follows: 

"This Bill is a bold piece of legislation in order to 
get rid, not only of the Crow's Nest Pass Agreement, 
but of a score of agreements all of more or less 
importance « « e « We are trying « « « « to get rid 
of a number of agreements -~ and we have a number 

of agreements on the Intercolonial, some of small 
importance, some of greater importance -- in order to 


give the Board of Railway Commissioners a fair chance,!* 


(Transcript Vol.88- Page 15048) 
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| However, as was demonstrated in the cross examination of Mr. 
Edsferth by Mre Mauro and Counsel for the Association, at Pages 1654 to 1659 
and Pages 1767 to 1772 of the Transcript, in the course of the same 
debate in the House of Commons, the same Minister and also the then Prime 
Minister, Mr. Mackenzie King, made other 4nd more numerous remarks which 
seem to be directly contradictory to the statement already quoted. 
These Ministers of the Crown made such statements as: 
"The Honorable Mr. ere Minister of Railwaysé 


"Now, there are two things that parliament can do; 
it can insist on having the Crow's Nest Agreement 
remain in force in its entirety or it can remove it 
altogether from the statute books. But a third and 
middle course might be taken, and we are asking 
parliament to remove from the agreement that part 
relating to westbound traffic, leaving to the prairies 
and the west for the future all the benefit they have 
ever received, and more too, I think, on grain and 
flour. 

(Transcript Vol. 12, Page 1654) 


MM, Hoey s’ 


"There is no reference to the westbound rates on 
grain and flour? 


WMr. Graham? 


"There never was. In this Bill we are sticking to 

the terms of the Crow's Nest Pass Agreement. I want 
to explain again that if we started in to make a 
wholesale tariff for all the different parts of Canada, 
which is the business of the Board of Railway Commis- 
sioners, I am afraid parliament might not make a 

very good job of it. Consequently we are sticking to 
the terms of the Crow's Nest Pass Agreement. We are 
not making new legislation except in the manner I 
described a few minutes ago, eliminating that portion 
of the Crow's Nest Pass Agreement relating to west- 
bound traffic but retaining every item of benefit 

the prairie provinces have had heretofore on grain and 
floure Now, let me read the proposed amendment. We 
have got to the point where all the traffic but the 
westbound traffic is still under the Crow's Nest 

Pass Agreement, and the balance is put under the 

Board of Railway Commissioners,’? 


(Transcript Vol. 12, Pages 1656, 1657) 


"Mr. Mackenzie King? 
"In regard to allowing the maximum rates on grain 


and flour to remain, I would point out to my friends 
from British Columbia that the government is not 
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adding restrictions to the railway commission, but 

is rather subtracting from the limitations which the 
Crow's Nest Pass Agreement had imposed in the pro- 
tection afforded the middle west. In other words, it 
is allowing part of that agreement to remain, but 

it is taking away part. To that extent some sacrifice 
is being required of the middle west, but inasmuch as 
the railway commission is not given a free hand to 
equalize rates all over Canada regardless of the 
maximum rates that are being fixed for the middle west, 
to that extent also some sacrifice is being required 
of other parts of Canada. I ask, is it possible to 
gain support for any policy which demands a sacrifice 
only at one point and not at other points? 


"In the interests of national unity, in the 
desire to bring about a policy of equalization of rates, 
the government realizes that some sacrifice must 
perchance be temporarily borne by each of the provincese 
We have sought to make that sacrifice as equal as we 
can as respects all parts of the country. 


WNow while we are taking away a part of the Crow's 
Nest Pass Agreement under this arrangement, the 
government is extending the security with respect to 
flour and grain to an area much beyond that which was 
fixed in the original agreement,'t 


(Transcript Vol. 12, Pages 1658, 1659) 


= — we eH Se ae fe om ee lee 


Mr ry Graham ° 


"Are we to'do away with the Grow's Nest Pass Agreement 
altogether? As I pointed out, a great many people 
think we should. But the Crow's Nest Pass Agreement 
having been in force, the government decided that, 
along the lines they are proceeding, they would give 

a fair chance to the people in every part of the 
Dominion and thus avoid injustice to those in certain 
sections. 


(Transcript Vole 13, Page 1768) 


— oe oe ft om we lel ell 


Mr. Graham: 


"The fact is that the Crow's Nest Pass Agreement is 
allowed ta remain on the statute book as regards 
grain and flour. The Crow’s Nest Pass Agreement 
never affected British Columbia, and there is no 
clause in the bill or in the amendment which has any 
reference to British Columbia or that will in any 
way affect the decision of the Board of Railway 
Commissioners adversely to British Columbia." 


(Transcript Vol. 13, Page 1771) 


"Mr. Grahams: 


"May I answer that question? If a Government did 
not stand as the buffer, the whole Crow's Nest Agree- 
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ment would have been wiped out at this session by 
an enormous majority. The government has been trying 
to protect my hon. friend so far as it could, and 
now it gets abuse for doing so." 

(Transcript Vol. 13, Page 1772) 

In reading the speech of Mr. Grakam quoted first above, in ee 
proper context, it seems probable that the Minister used the words "Crow's 
Nest Agreement" where he intended to use the words "Manitoba Agreementt! 
for it is to this latter Agreement that the Minister had been referring 
previously. 

If it is accepted that the words "Crow's Nest Agreement!’ were 
used correctly then the sense of the whole of Mrs Graham'’s speech 
is distorted. 

After reading the above quotations, in their proper context, 
it is easy to appreciate why in aN to the proceedings of 
legislative bodies are not permitted when attempts are made to construe 
the meaning of ordinances issuing from such bodies. In any event, the 
words of Subsection 6 of Section 325 of the 1925 Act make clear, it is 
submitted, that the Agreement was perpetuated rather than discontinued by 
this legislation. Reference is here made to the phraseology "rates on 
grain and flour shall . -« .« . be governed by the . . « » agreement", which 
phraseology gives no indication of an intention to terminate the ‘Agreement!! 
referred to - quite the contrary. Reference is also made to the cross 
examination of Mr. Edsforth by the Association's Counsel at Pages 1772 - 
1774 of the Transcript. 

Leaving aside for the oS Se the strict legal position, the 
fact remains that successive Governments have, except in times of national 
emergency, upheld and perpetuated what they regarded as the cardinal 
feature of the Agreement, that is to say, the guarantee of a fixed rate 
for the haulage of grain produced on the prairies to export positions. 

All the other terms of the Agreement which have been altered by Statute 
cannot be regarded as going to the root of the contract. 


(5) Position of Canadian National Railway Company so far as 
Crow's Nest Pass Agreement is Concerned 


It has been argued that the extension of the Crow's Nest Rates 
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applicable to the traffic moved by the Canadian National Railway Company 
places a special hardship on that Railway in view of the fact that it was 
not a party and indeed, was not even in existence, at the time the 
Canadian Pacific Railway concluded its bargain with the Government of 
Canada. If the Canadian National Railway were an ordinary commercial 
enterprise then this argument might have considerable force. But even if 
the Canadian National were a private enterprise company it might still be 
reasonable to expect it to carry grain and flour to export positions at 
rates very na lower than those which the Railways now deem to be fair 
and proper rates for this movement, The factors which make a low export 
grain rate desirable, which have already been touched upon, would still 
apply with equal force, The special position of the Canadian National 
Railway as a government-owned enterprise will be dealt with later. 


(6) Effect of the Existence of Crow's Nest Rates on Different 
Geographical Areas in the Country 


Tt fae beun stated before many times, but the Association feels 
that the point is worth emphasizing, that the existence of the Crow's 
Nest Rates on grain do not impose a hardship on any geographical area of 
Canada. This view was accepted by the Turgeon Royal Commission (See Report 
of Royal Commission on Transportation, Ottawa, King’s Printer, Page 252). 
In brief, the Turgeon Commission accepted the views thats: 

(a) Shippers in the Maritimes were enjoying the benefits of 
the Maritime Freight Rates Act and so were shielded from 
any increase in rates which might otherwise fall on them 
because of the existence of the Crow's Nest Pass Rates; 

‘(b) The shippers in the central provinces "are in such an 
advantageous position in comparison with those of the 
west as to make it clear that they require no relief under 
existing conditions”, The advantageous position is, 
of course, brought about by the existence of intensive 
Lae’ canal and road competition for the carriage of all 
types of freights 7 

(c) The shippers in the prairies, of goods other than grain 

¢ and flour, while they may have to pay rates higher than 


they would if the Crow's Nest Rates were not in existence, 
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do not complain about these rates. This is presumably 
because they believe the Crow's Nest Rates make for strength 
in the agricultural economy which redounds to the benefit 
of the whole economy in the West; 

(a) Shippers in British Columbia enjoy the benefit of 
competitive transcontinental railway rates, and so are 
protected against any increases to which they might claim 
to be subjected because of the existence of the Crow's 
Nest Rates. 

If, ag the Railways argue, the Crow's Nest Rates are snbenineee 
ative to them, then the effects of this circumstance are visited upon 
the railways rather than on any specific group of shippers. The position 
of the railways will be dealt with later. | | 
(III) BRANCH LINE POLICY: 

(1) Liistorical 

There can be no debate upon the fact that the majority of 
branch lines in western Canada were built for the purpose of opening up 
the Prairies, that they were built for the purpose of inducing settlement 
and that they did in fact induce settlement. The major traffic which was 
anticipated was grain and throughout the years since the construction of 
the first branch line in western Canada the major traffic has been, 
and presently is, ee 

Relying upon the presence of such rail lines and the implied 
representation that such lines would continue to give service, lands 
were homesteaded along the railway reid! farm buildings were constructed, 
schools CH Te: the pattern of roads developed and communities sprang 
UPe 

The evidence before your Commission has indicated that during 
the period 1923-1959 the Galediatepadinie Railway received in cash sub~ 
sidy for branch lines a total of $3,274,569.00 and land grants for branch 


lines of 1,609,000 acres. 
(Transcript Vol.113, Page 18747) 


(2) Nature of Branch Lines 
The evidence of Mr. ReA. Emerson, Vice-President of Canadian 
Pacific Railway Company, would indicate. that the phrase “branch 


lines"t is difficult of definition. His evidence Qn this point 
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reads as follows: 


"There seems to be a concept that branch lines can be 
divorced and separated from main lines and put one in 

one category and one in another category « I do not think 
that is a realistic way to look at the situation, if I 

may say sOe The fact is that branch lines and main lines 
are all part of the railway system. The difference ~ 

and it is only a difference in degree ~ is that the main 
lines are the through traffic handling arteries while the 
branch lines are the traffic originating or, in some 

cases, terminating lines if you like. Main lines, of course, 
generally have to one degree or another traffic originating 
potential on them. Some branch lines, in addition to 
carrying the traffic which originates or terminates, 

carry some through traffic, So there is no clear and 

sharp distinction." 


(Transcript Vol. 113, Page 18753) 


(3) Effect of Abandonments upon those fbandoned 


(a) The financial plight of most farmers today is such that added 
costs weigh on them much more severely than on any other section 
of the community. Any additional hauling imposed upon the farmer 
increase: his cost of operatione In the words of Mro A. Po Gleave, 
President, Saskatchewan Farmers? Union - "Well, tne further you haul 
a bushel of grain the more it costs you." (Transcript Vole 35, 

Page 5606) lr. Gleave’s evidence as to the position of branch lines 
on the Prairies is also pertinent - "The Railways end even the 
branch lines have been the hub of the activity on the Prairies, 

they have been the centre of the whole development and overation," 
(Transcript Vole 35, Page 5607) Evidence as to tho socinl and 
economic disturbance created by an abandonment would be found in 

the evidence of Mr. W. Js Parker of Manitoba Pool Elevators, speaking 
about the abandonment of the Rapid City Sub-Divisicn, where the 
additional haul involved was approximately 7 to 15 miles, 

(b) At the present time and for the foreseeable future, long-distance 
hauling of grain by truck is not in the opinion of the Association, 
a practical possibility in western Canada and on the cost of pro- 
viding alternative transport, we would refer again to the evidence 
of Mr. Re. A. Emerson as follows: 

"Although unit costs on branch lines are greater than 


for main line operations, these costs are, in most 
cases, significantly less than the costs of providing 
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the transportation by other transport media; branch 

lines provide the lowest cost method of performing the 

transportation Jobe wm eb @ 

"It is difficult to generalize on truck costs, but evidence 

placed before the Board of Transport Commissioners re~ 

cently indicates the cost of moving grain a distance of 

20 miles by highway as some 8.1¢ per ton mile or approxi- 

mately 1/h cent per bushel a mile with trucks of 54,000 

lbs. gross vehicle weight and assuming a 15-ton load. 

The cost would be greater in the case of smaller capacity 

trucks, 't 

(Transcript Vole 109, Page 18243) 
The withdrawal of rail services implies the end as economic 

units, of those villages and towns affected. The farmers are 
obliged to haul their grain to other delivery points and would 
normally do business at such other points with the result that the 
business places in the abandoned villages and towns - the stores, 
cafes, garages, hotels - as well as residences suffer an immediate, 
substantial and real reduction in values The market value of farm 
lands and farm buildings owned by those farmers who are called upon 
to make deliveries at more distant points would suffer a reduction 
in value upon a rail abandonment. 

(c) In considering the economics of abandonments, your Commission 
should, it is submitted, have regard to the economic effects upon 
such towns and farms and should have regard also to the investment 
of grain handling organizations running in value to some hundreds 
of millions of dollars in elevators, annexes and other facilities 
along the railway lines of western Canada. An elevator company's 
fate is completely bound up with the railways and elevator companies 
have committed large amounts of capital in the faith that the 
service given by the railways would not come to a precipitate ends 
The evidence before your Commission clearly indicates that elevators 
located on abandoned lines are valuélegs and even as local storage 
would be impractical. The abandonment would have the same effect 
upon such elevator assets as an expropriation except that in the 
case of the abandonment no compensation is paid for the assets lost. 


(ad) There have been various suggestions before your Commission as to 


possible alteration in the western grain gathering processe In 
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this regard and in reply to a question by Mr. Commissioner Mann, Mr, 
Ne Re Crump, President of the Canadian Pacific Railway, replied: 


"It seems to me, Commissioner Mann, that I saw an 
article in the paper a day or two ago where the head of 
the research department of Canadian National had 

spoken on that. I think that there is to a degree 

a rationalization going on all the time. Of course, 

Dr. Solandt spoke of the ideal as commencing of nowe 

Now, we havé a large plant out there and grain gather 
ing is basic to that plant, it being some 40 per cent 

in western Canada, and I am speaking of the Canadian 
Pacific now. 

"As time goes on that plant will change, will become 
rationalized, but I suggest that to do it now it is beyond 
our means in this country because it would mean a complete 
revision of the grain storage facilities internally in 
western Canada, and to replace all of the line elevators 
in western Canada now with new and larger capacity eleva- 
tors at today’s replacement costs would be a tremendous 
problem, and for that reason I think that that ration- 
alization is going to be worked out over the yearss it 
will take place but it will take place within a number 
of years in a sane and businesslike manner." 


(Transcript Vol. 28 - Pages 4120,4121) 

(e) Evidence was also presented to your Commission that abandonment 

of lines, with consequent demolition of country elevators would 

result in reduction of grain storage capacity in western Canada 

at a time when present storage capacity is fully required. 
(f) In considering branch line abandonments, your Commission will wish 
to consider the evidence to the effect that such abandonments would 
normally require the provision of new roads and the further evidence 
that deliveries by road are frequently hampered thr-ch 
weather conditions in the winter and load restrictions in the 


spring. 


(4) Canadian Pacific Does not Have a Branch Line Problem 


(a) The impression has apparently been gained in some quarters that 
Canada has a major branch line pepe lene Canadian Pacific Railway 
led convincing evidence to the contrary as is apparent from the 
following excerpts from the Transcript 3 


" ecoel think it is to be regretted that because 
of some statements made in these proceedings there 
is a general feeling in some areas that there is a 
large branch line problem sees.’ 


(Transcript Vol. 109, Page 182/6) 


"There are still some people, unfamiliar with the 
essential ingredients of an efficient railway system, 

who state that Canadian Pacific has a branch line problem. 
This opinion, which is apparently based on some language 
from the Report, is quite unsound. It overlooks or 
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ignores the tremendous development in the economy and 
the growth in traffic since 1932 which has had the effect 
of Canada growing into its railways." 


(Transcript Vol. 109, Page 18241) 


"Branch lines are physically connected to main lines 
and thus are an integral part of the railway plant. 
Their function is to generate traffic volume for 
the railway system as a whole." 


(Transcript Vol. 109, Page 18241) 
(b) The evidence of the Canadian Pacific Railway as to the present 
significance of the report made in 1932 by the Duff Inquiry might 
also be considered: 


"The Duff Inquiry was conducted at a time when the 
depression was a matter of real concern. Branch line 
construction in the Prairie Provinces in many cases 
preceded development and time was required to generate 
the traffic potential of these lines. Viewing this 
situation in 1932 when the construction of the lines had — 
been barely completed and at a time when the economy 
was in a severe depression, it is not unexpected that 
the Commissioners expressed concern as to the marked in- 
crease in railway construction. No one at that time 
could have foreseen the tremendous economic expansion 
which has occurred in Canada since 1932. In the inter 
vening period the population has increased by about 58%3 
revenue ton miles on Canadian Pacific by 158%; and the 
gross national product (in constant dollars) by 255%." 


(Transcript Vole 109, Page 18233) 
(c) Mr. R. A. Imerson, Vice-President of Canadian Pacific Railway 
expressed the following views upon the economics of branch line 
movement and the possibility of amalgamation of branch lines? 


"Using average total branch line operating costs, it is 
only where density is less than 25,000 ton miles per mile 
of road that fewer of the nation’s economic resources 

are required to move traffic by highway than by railway. 
As I have indicated, there are few miles of branch line 
on Canadian Pacific where this condition prevails, and 
far fewer still where road conditions and the topography 
of the country permit the trucking of bulk and other 
freight traffic for any distance at less cost in terri- 
tories served by branch line. 


The possibility of the amalgamation of branch lines has 
been mentioned in these proceedings. It appears that 
this suggestion arises at least in part, from the belief 
that there is extensive duplication of railway branch 
lines, particularly in Western Canada. There are in 

fact very few branch lines in Western Canada which make it 
feasible for one carrier to provide a service to the 
shippers of another carrier. The reason for this is that 
the cost of trucking traffic for short distances is much 
higher per unit. A second reason is that examination 

of the lines of Canadian Pacific does not disclose any 
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significant mileage where amalgamation of branch lines 
is feasible because of topography, distances, road 
conditions or traffic volume. Moreover, Canadian 
Pacific is of the view it is important to preserve com 
petition and the freedom of choice by the shipper 
wherever practicable," 
(Transcript Vol. 109, Pages 18244, 18245) 
(5) The Position of this Association on Branch Line Abandonments 
(a) This Association recognizes the problems faced by the railways, 
in common with all other business, in the matter of rising costs 
and this Assooiation welcomes the evidence given before your 
Commission of the efforts being made by the railways to increase 
efficiency and reduce costs. To this end, it is only proper that 
the railways should review the earnings position of their various 
lines. 

This Association does not take the position that railway branch 
lines should never, under any circumstances, be abandoned. 

The Association, however, does very firmly take the position 
that a line should not be abandoned when the public interest will 
be prejudiced through the farming people, the villages and towns and all 
others affected suffering severe financial hardship as a result of 
the abandonment. 

(b) The Association strongly endorses the submission in this regard 
of the Government of the Province of Quebec reading as follows: 
"We believe that abandoning of railway lines is a very 
serious matter, involving decisions which should not be 
taken lightly. The very life of many of our communities 
in the sparsely settled parts of Canada depends on the 
availability of adequate transportation facilities. 
The necessity for such services by the people affected 
and their views require the fullest consideration before 
the Board of Transport Commissioners for Canada can 
consider approving abandonment of a railway line." 
(Transcript Vol. 125, Page 20705) 
| (c) This Association concurs in the further submission of the Province 
of Quebec reading? 
"We serve notice that we will strongly oppose any 
abandonment proposals of the railways unless the 
interests of the people of the commnities affected are 


fully safeguarded and the areas concerned are assured 
of adequate transportation facilities, which we believe 
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are essential for further growth and economic develop- 

ments, for the benefit of the people of the Province of 

Quebec and Canada as a whole." 

(Transcript Vol. 125, Page 20707) 

This Association endorses those representations to your Commission 
to the effect that longer notice be given of any intention to 
abandon (for example - the evidence of E. C. Nelson, President, 
Farmers’ Union of Alberta - Transcript Vole 36, Page 5817, "It 
could be ten years, twenty years, It might be longer'.), and that 
the Board of Transport Commissioners should more frequently than 
is presently the case, delay in the appropriate instances, the 
Bcreetive date of an abandonment after the decision to abandon has 
been reached. This Association also favors the suggestion that 
before proceeding with any abandonment applications, the railways 
should be required to consult with those interests affected by the 
abandonment with a view to early exchange of views. 
Your Commission may also consider it desirable that projected branch 
line abandonments be considered by the Board of Transport Commission- 
ers, not haphazardly as at present, but at fixed periodic times and 
in groups. In other words, every hie; four or five years, the 
railways would present to the Board, all applications in respect 
of lines contemplated for abandonment during the succeeding three, 
four or five years, as the case might be. 

Present methods of hearing these cases breed apprehension in 
all communities situated on branch lines which may be vulnerable. 
Each year these communities naturally wonder whose turn will be 
next. Implementation of the plan suggested would mean that at the 
conclusion of one set of hearings the whole country would know that 
existing lines would be retained at least for a known period. The 
proposal would be of particular use to those owning facilities 


dependent upon the existence of rail service, such as elevator 


companies who would be able to plan building and repair programs 


with some degree of confidence as to, at least, the ‘short term 


futuree 
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The Association commends to your Commission, the very pertinent 


views expressed by the Premier of the Province of Manitoba $_ 


", © « 48 we have already indicated the operation 

oa rail transportation facilities in Canada was not 
predicated solely from the viewpoint of railway profit. 
There is the broader aspect of public convenience and 
necessity." 


(Transcript Vol. 29, Page 4250) 


(g) The Association would like to recall to your Commission the 


(h) 


paragraph from the Judgment of the Board of Railway Commissioners 
for Canada ~ Canadian Railway Cases, Volume 33, Page 280 - quoted 
in Vol. 29 of the Transcript, Pages 4304 and 4305, as follows: 


"The fact is that a main line without branches would be 
as unprofitable ag branches without main line connections, 
The long main line haul under highly favorable 
conditions is what gives the railroads their net returns, 
But a single main line in such a region as the Canadian 
West could not secure enough traffic along its location 
alone to profitably employ the costly facilities which 
it provides, In order that the main line may be profite 
able it must have traffic and it can only get sufficient 
volume of traffic by means of branches, The railway 
system is made up of its main line and branches, each 
playing an equally important part in the general scheme 
of producing profit by giving service. It is not 

- possible to disassociate one from the other and produce 
the desired result," 


We would recall to your Commission the evidence (Transcript Vole 

55, Page 10155) of Mr. David Kirk, Secretary-treasurer of the Can= 
adian Federation of Agriculture, replying to a question by Commission 
Counsel as to whether elements of public interest come into consider- 
ation of branch line abandonments. Ilr. Kirk stated: 


"Well, we do think, first of all, that elements of public 
interest do come in. 


"Qur position on that is that we recognize that the 
question of branch line abandonment is a very valid 
question, and that no doubt there are cases where these 
lines should be abandoned in the interests of avoiding 
unnecessary costs to the railwaysse We think, though, 
that the procedure of deciding whether or not the aban- 
donment will be permitted with any particular line should 
take into account the importance of that particular line 
to the users, the adequacy of alternative services and 
the economic consequences to the people affected. I 
think it becomes essentially a matter of public policy. 
But, at the same time, we do think there is a field for 
abandonment and for savings here. 
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"To get down to more detailed criteria than that - I 
don't think that I am sufficiently knowledgeable on the 
subject to do that.‘ 
Mrs Kirk later added during cross examination by Canadian Pacific 
Railway Counsel: 
", « « there are community and economic consequences 


to the user - to the public in the area of the branch 
lines - that must be taken into consideration in equity 


9? 
Go them s+ + (Transcript Vole 56, Page 10249) 
(1) A number of western farm organizations dealt with the subject of 
branch line abandonments. A cursory study of their submissions 
might lead one to the conclusion that they supported a policy 
of accelerated line abandonments. Careful study of such sub- 
missions however, indicates that any such policy should, in the 
view of the organizations concerned, be exercised subject to the 
various restraints and conditions contained in their respective 
statements. | 
In the present argument we have sought to make clear the views 
of the Member Companies of the North-West Line Elevators Associa~ 
tion, representing cwnership of almost one~half of the grain 
elevators in western Canada, and expressing what the Association 
believes to be the views of the 100,000 farmers served by Member 
Companies of the Asscciation. 
(j) Dr. George E; Britnell, in anewe to a question from the Chairman 
as to his ideas about low density lines, stated in part as follows: 
"That, Mr, Chairman, is something that we are quite 
prepared to leave to the judgment of the Board of 
Transport Commissioners under the Line Abandonment Policy 
which they pursue, It ig an extremely difficult problem. 
We don't feel that you can lay down any general 
principle about it. It has got to be on that balance 
of railway convenience against the convenience of the 
public and everybody concerned before you can discontinue 
& service or a lines It is an extremely important de-~ 
cision to arrive at, to abandon a railway service or a 
railway lines" 
Transcript Vol. 91, Page 15543) 
(k) Finally, this Association ig further of the opinion that the 


clamor raised in some quarters for branch line abandonments evidences 


a distressing lack of confidence in the future of our rural areas. 


me. Og . et oa 


; * J ry pers éilhien: Ne 


aad ap-otie seals chtaniok 
rope Saar : A 


; 2 a ha 
we : er? a if a ie 


nist isshaed' es meat d ne nimaKe, ecr 


a, 
7 M at 
* * @« 
‘ ‘ 7 w® _ 
{ Le +! 
- “ay 
_ > = 


--* AUS Re, (Okie bee Sh ee om eal? «, 
cnand att Seapine snd, otideg ait of « ioew. se a 

cG'ince wt aetéotebtdaruoo sek one ng TBA sady ~ aa as 
(tant ia fo Subvoumanelll. a POND ye be caeivadh oa) ¥ ak 


anes Y «8 at 


\ ‘oi no eee! 
1d (Foelow no petw 2 Lap een 3 ora ~Endoow to egies ‘a 


Je sheds te vhelte yorceia A iudbiomnobinde anit domed 
wkior ss beiteqnus tony dedl nmadegbeneo edv’ o8 ene a baad deg if 


i er an rh a: 
vA YO YOuwe ivtecs) | ape mart bedareteons to. As 
; i) ha : 
Hiei WE Lees tiny eV. aor ¢ mu eolhut he! reread amiaboe bat a 
tf bovpietiny | yiouy of | heshmonee, enphoainds wit end ‘to ov ; ay 
hath eal ed se ney oF Ryn 60 supinar 
A ary ) r vedanmdate | 
ewety e¢ ry Ae SO Ou) Ikomuy te tradeser ead: ot ; 


eo a2 4 . rage he Fi . a " oY ' 
re 5 ai J ~« &@ + i Lv we 40 with y Q +) 3 LAL IV ott ‘ ate to 4 
¢ > = ‘< om ° m4 ne o * ; 
0 nomls Io altanenwo enidieperdet mors ; 


ae : . EPO NLA A! Se ME AE eT 
Z ‘ 7 7 iwi »!A0as MresePew AL etovsavyele 


(OOS malt To ewely sat ed oF euveliod Ae 
tietcovera sa? To es tuegup 
2 


¢ rn r ~4 ah. y wt. ea, 7 1 =e 4 ll 7 
. d ) Oo mote ad onthe .d egzoe atl 


ar Puy 


path jon oh . ‘* < 4 P ao heed Ne 
, ain oF ; t , | atl . a ovat is as a8 i J 
7 “9 “at? 
a. a) 


Lion M ” v4 j 


f neta to et to nono at to Lnoora A. Aes 


of 


ones fall dene ced 19% enedusig wg 


cany bist aie vt gals wit commtingn 10 tom 


maa ake 
Fa he sine 


(a) 


(b) 


- | 144 


We are confident in the future of western agriculture and its 
ability to make an ever increasing demand upon transportation 
facilities. We ave aed confident of the successful outcome of 
the earnest efforts being made to increase industrialization in 


the rural centres of the Provinces. 


(6) Present Jurisdiction and Practice in the 
Matter of Line Abandonments 


One of the persons appearing before your Commission (Iichael 
Awada) referred to: 
". « « the fact that they (i.e. the railways) are 
made to submit to very strict and perhaps impossible 
requirements before they are permitted to abandon 
railway lines." 
(Transcript Vol. 51, Pages 9539, 9540) 
There further was read to your Commission evidence of Mr. Donald 
Gordon, President of the Canadian National Railways, before the 
Committee of Railways, Airlines and Shipping, when Mr. Gordon is 


stated to have said: 


. e » when it comes to abandonment of lines Cee 
that carries very fierce opposition," 


and agains: 
"the resistance and the objections that are raised 
every time makes the practice very difficult in- 


deed.?? 


(Transcript Vol. 76, Page 13481) 


(c) When one considers that line abandonment normally means the death 


sentence to the towns and villages affected and very substantial 
losses of assets and property values to a wide variety of people, 
it is hardly surprising that there should be fierce opposition, 
resistance and objections. As to the matter of requirements before 
railways are permitted to abandon branch lines the evidence before 
your Commission would indicate thats 
(i) Section 168 of the Railway Act proviucs that a railway 
company may abandon the operation of any line of railway 
with the approval of the Board but shall not do so without 


such approval. 
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(ii) The rule followed by the Board in applications for 
leave to abandon is that stated by the Board in D. LE. 
& He vs Princeton 45 CRC. 178 at 1978 
"The issue in each case where abandonment is 
sought resolves itself into a question of, '’whether 
the loss and inconvenience to the public consequent 
upon the abandonment outweighs the burden that 
continued operation of the railway line involved 
would impose upon the railway company’. 
(iii) That the Board has shown willingness to allow abandonment 
-see footnote 24 to the evidence of the Province of 
British Columbia. (Transcript Vol. 41, Page 6938) 
Your Commission can, we believe, take judicial notice of the 
result of the abandonment applications made by the railways in 


western Canada during the past few months, namely: 


Amaranth - Alonsa - a distance of 17-76 miles (C.N.). The 
Board permitted the abandonment as at June lst, 1961. 


Reston - Wolseley -aldistance jot 102.18, miles: :(C.Ps). 
The Board permitted the abandonment as at August lst, 1961. 


Wakopa Subdivision - a distance of 799 miles (C.Ne). 

The Board ordered that 18 miles of the line between Deloraine 
and Nelson should be retained and that the remaining 62 
miles should be abandoned as at August lst, 1961. 
Southall-Nepture - a distance of 21.1 miles (C.P.). 

The Board ordered that the operation of the line serving 
Tribune, a distance of approximately 6 miles, should be 
retained, but that the remainder of the line serving Maxim 
and Neptune, a distance of approximately 14 miles, should 

be abandoned as at August Ist, 1961. 


Hallboro-Beulah - a distance of 7he4 miles (CeNe). 
The Board ordered that this line be retained. 


The result is that in respect of applications totalling 315.34 
sites the Board ordered the abandonment of 215.94 miles and the 
retention of 99.4 miles. 

This would not indicate any particular reluctance on the 
part of the Board of Trars port Commissioners to the granting of 
permission to abandon branch lines. 

We might also refer to Mr. Gordon's evidence before your Commission 
(Transcript Vol. 10, Page 1328) and the acknowledgement by him of 
the success of the Camdian National Railways in abandonment appli- 


cations - this evidence preceded the hearings mentioned in sub- 
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146 
paragraph (d) above. Mr. Gordon stated: 


"In my experience it does not matter what it is that the 
railways wish to discontinue there will be objections 
from some opinion in the country. Now, if we do not 
take cognizance of that and choose our timing, and: 
perhaps do a little conditioning of public opinion, 

then we would not have the success we have had, and that, 
in some part, is the reason for the delay," 


(7) Proposals of the Railways for Amendment of Section 168 


The Canadian Pacific Railway’s proposed amendments which, if the 
railway company establishes that a line is uneconomic, imposes 

a statutory obligation on the users of the line to show sources of 
revenues sufficient to make the line profitable, is, in the opinion 
of this Association impractical and wholly objectionable... By 
applying only the economic test the railway ignores its historical 
position in western Canada, it ignores its status as a public util- 
ity, it ignores entirely the public interest. The availability or 
otherwise of suitable alternative: modes of transport is ignored. 
The extra cost which may be imposed upon the public as a result of 
having to resort to more costly transportation methods, assuming 


such are available, is ignored. 


Both railways sought without success to secure from witnesses before 
your Commission support for the concept of a shifting onus. In 

the opinion of this Association, such a concept runs counter to 

the basic principles of British justice and is without precedent 

in any public utility or comparable legislation. It introduces 

the question of the legal right of a Province or a Municipality 

to guarantee revenues to a federal undertaking and if it is 
contemplated that individual users of the line are expected to 
Nshow sources of revenues sufficient to make the line profitable,' 
it will either impose an intolerable and unjust burden upon such 


individuals or will be plainly unworkable. 


The C.NeR. proposal gives the company the right to abandon ‘whenever 
the revenues from the operation of the line fail to meet the cost 
of operation." 


This preposal is, in the opinion of this Association, ob- 
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jectionable for the same reasons as that of the Canadian Pacific 
Railway. It has two additional objectionable features in that it 
apparently does not require a Board hearing, and secondly in practice 
would no doubt involve the Federal Cabinet in almost every abandon- 
ment case. We believe it correct to state that no witness other 
than Railway employees supported the view that the economic test alone 
should prevail or the view that the burden should be upon those 
seeking continuance of the life of the branch line. 

(a) It is urged that the present legislation applying to branch line 
abandonments is fair, reasonable and is working to the general 
satisfaction of all concerned. For example, we would refer your 
Commission to the evidence of J. E. Brownlee, QC. (Transcript 
Vole 81, Page 14217) - "Except in one respect (iee. provision for 
delaying a hearing) the present law, as it is presently administered, 
appears to provide adequate safeguards as to proposed abandonments 
for the interest of both railways and of communities they serve.' 

As is stated by one of the C.P.R. witnesses: (Transcript 
Vole 113, Page 18743) "placing it before the Board of Transport 
Corea onecs gives each party of interest a right to be heard and 
make their representations." This would seem to be a fair and 
reasonable method of dealing with abandonment applications. It 
is urged that such method continue and that the parties opposing 
the application should not be given the impossible awe con- 
templated by the amendments proposed by the railways to Section 
168 of the Railway Act. 


(IV) = SOLUTION TO PROBLEM OF INSUFFICIENT RAILWAY INCOME 


(1) Position of Railways in Canada 


One theme which has consistently run through almost every 
submission made to the Commission has been that Canada requires an effic- 
ident and vital railroad industry. The Association supports this view 
most heartily. Despite the spectacular rise in the manufacturing in- 
dustry which has taken place in the last twenty years, Canada's economy 
is still heavily dependent on production and export of primary 


products. Most of these primary products must travel long distances 
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to points where they can be processed or exported. The centres of ao 
duction of many of these products are remote from access to Pi lake 
or even road transport. Whatever patterns develop in the carriage of 
passengers or whatever developments take place in other transportation 
media, it seems likely that for as long as can be foreseen vast and probably 
increasing tonnages of goods will be moved throughout Canada by rail. 

(2) Railway Income from Crow's Nest Rates 

The Railways have presented evidence to the Commission to the 
effect that the carriage of grain and flour under Crow's Nest Pass Rates 
does not yield them a profit and indeed results in them incurring sub- 
stantial annual losses. The evidence produced by the Railways on this 
subject was compendious, detailed and extremely technical. The Associa- 
tion believes that in technical cost studies of so complicated a nature, 
it is difficult to be dogmatic as to the interpretation of the figures 
produced by such studies. soreren the Association knows that the 
Commission’s own experts and the experts of other parties appearing before it 
have scrutinized the results of these studies carefully, and the Associa~ 
tion is content to abide by the conclusions the Commission reaches as to 
the correct interpretation of these figures. The Association is aware that 
it may well be that the Railways do in fact incur a deficit in moving grain 
and flour under the Crow's Nest Rates. reuinrce it is also stated by the 
Railways that at present other parts of their transportation business 
are carried out at a loss, for instance the carriage of passengers and 
related services, At other times other parts of the transportation services 
‘they provide may move into a deficit position, It is also clear from the 
evidence presented by the Railways that the revenues derived from 
many sectors of freight traffic whilst they may cover the exvenses of 
the individual movement and make some small contribution to overhead, do 
not produce anything like the full commercial return which the Railways 
expect from the Crow's Nest traffic. 

(3) Railway Income Requirements 

It is the Railways’ contention that in order to remain econom- 


ically healthy and efficient they require extra income from the rail 
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transportation section of their operation. It has also been stated by 
many parties appearing before the Commission that such extra revenue cannot 
be obtained from further successive general freight rate increases without 

(a) severely limiting the effect of each successive 
increase because of attrition of rail traffic which 
such increases would cause and 

(b) injuring sections of the economy through burdening them 
with an excessively heavy freight bill. 

There seems to be little doubt that the Railways do need 
extra rail income and the Association in the light of its knowledge 
of general economic conditions would not be surprised if the Commission 
found that the economy could not at present bear further general freight 
rate increases. 


(4) Source of Extra Rail Income 


If the Commission finds that the extra rail income which the 
Railways require cannot at least for some pine? be derived from freight 
traffic then it seems that the only other source from which this income 
can come is subsidy. 

In general the Association is opposed to the payment of Govern- 
ment subsidies to any commercial enterprise unless the services performed 
by the enterprise to be subsidized are essential in the national interest 
and, lacking a subsidy, would not be adequately performede So far as 
the first consideration is concerned there can, as has been stated, 
be little doubt but that the Railways’ services are essential in the 
national interest. The situation also seems to meet the ‘second test. 

It seems apparent that if the railways do not get extra income their 
rising costs will sooner or later precipitate a crisis in railway 

affairs and presumably make it impossible for them to provide satisfactory 
rail services. 

There are further circumstances which place a subsidy to the 
two major Railways in a different category from a subsidy to a normal 


commercial enterprise. Dealing first with the position of the Canadian 
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Pacific it is apparent that this Railway, from the time of its con- 
ception, has not and never could have been an ordinary commercial enten- 
prise. To facilitate its formation and make its development possible, it 
received subsidies in lands and money. During the course of its history 
it has been the recipient of or a channel for other subsidies and assis- 
tance from time to timee Perhaps more than any other private enterprise 
the Canadian Pacific performs services which are vital for Canada’s 
economic health. The Company has recognized its role as a national organ- 
ization by providing and maintaining services which it considers in the 
national interest although these services may not be remunerative at 
particular times. 

The Canadian National Railway is in a special position also. 
The Canadian National Railway is not an ordinary commercial body. It is 
an instrument of national policy. As a practical matter it would seem to 
be of little moment whether any financial oeaneuicd given to the Canadian 
National Railway by the Government was awarded by a subsidy linked to one 
specific movement, by some general subsidy or merely by the Government 
underwriting any loss the Railway might suffer in the course of the year's 
operations as is done at present. The Canadian National Railway argues 
that it would be helpful for the morale of its staff if the Railway could 
be moved from a loss to a profit position. Such a development might well 
be the case although it would be difficult to gauge the extent of the 
effect. However, it would hardly seem worth jeopardizing the economic 
basis of the western agricultural economy for the sake of a possible im- 
provement in the morale of the staff of the Government-owned railway 
system. 

(5) Amount of Subsidy and Manner in which it is Paid 

If the Commission decides that the only solution to the 
Railways' revenue problem is by way of subsidy, then the problem of how 
this subsidy shculd be calculated and paid has to be faced. The Railways 
have requested a subsidy based on the grain moving under Crow's Nest 


Pass Ratese The Association is opposed to the payment of a subsidy on 
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this basis. If the grain movement is carried out at a loss there are, 
as has been stated, other rail movements in the same category. There 
are also rail movements which yield much less than the full commercial 
return sought by the Railways on the Crow's Nest Rate movement. To 
link the subsidy to the grain movement would be to distort its meanings 
The subsidy is intended to benefit the Railways and through them the whole 
| population of the country as shippers and receivers of freight. So far 
as the Canadian Pacific Railway is concerned, the carriage of grain under 
the Crow's Nest Pass Rates in their present form, is the result of an 
obligation which the Company undertook, rightly or eee prudently 
or imprudently, in the past. It would be anomalous if the Government 
were to grant relief to that Railway in respect of this one contract 
without taking into account all the other operations of the railway. 

As has been stated it is considered that the position of the Canadian 
National Railway in this context is not significant. On the other hand, 
were a subsidy directly linked to the grain movement to be granted, it 
seems certain that this subsidy would immediately become a target for 
criticism by spokesmen of other regions and other interests in the 
country. There would be constant pressures for the reduction or the el- 
imination of the subsidy and resultant national disunity. It is not 
unreasonable to suppose that if a subsidy in the form requested by the 
Railways were granted, it would not be long before rising railway costs 
would absorb the whole of it, and then the western farmer's guarantee 
of reasonable freight rates would have been forfeited for the sake of a 
temporary alleviation of the Railways? income problem. 

It is perhaps significant that the financial problems of 
Canadian Railways are not unique. Apparently almost all the Railroads 
in the United States are faced with similar problems, and all but one 
or two of the European Railways, most of which are state owned, are 
similarly faced with the shortage of income from their rail operations. 

Under present circumstances it seems that the annual subsidy 
that the Railways will require is the difference between the income the 


Railways need in order to keep efficient and viable and the amount which 
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they can collest from all sources of freight revenue. Both these amounts 
are bound to be variable from year to year, and during the period in 
which the subsidy.is payable, the determination of these levels, apart 
from their initial determination by the Commission, might conveniently 

be devolved to the Board of Transport Commissioners by a suitable sa 
ment to the Railway Act. As the transportation industry as a whole is 

at present in an epoch of revolution and development, it is obvious that 
it would be undesirable for a subsidy of this nature to become a permanent 
feature of the uperation of Canadian Railways. For this reason its pay- 
ment in the manner suggested should probably be limited to a certain fixed 
period, such as five years, after which the need for the subsidy could be 
reviewed and if it was found to be unsuitable could either be eliminated 
or its character altered. 

(6) Advantages of Compe tition 

Whatover solution the Commission may recommend to the problem 
of the inadequate Railway At this Association considers it essential 
that the identity of the two large Canadian Railway systems should be 
preserved so that competition between them aan continue in the future. - 
It is the firm belief of the Association that without the spur of com 
petition any business will be less efficient than would otherwise be the 
casee The Association believes that nothing beneficial could result from 
the nationalization of the Canadian Pacific Railway Company, a step which 
has been suggested in evidence before the Commission. 

The Association believes that had there only been one major 
railway system in Canada, it would be quite probable that the average 
shipper would have to pay more for the movement of his freight than he 
does nowe 

(7) Purnose of any Subsidy Avarded to the Railways 

The Association believes that the purpose of any subsidy 
paid to the Railways should as the Province of Saskatchewan suggested, 
‘the consistent with established national policy and ameliorate to some 
extent the unequal impact of such national policy. It should promote 


the flow of traffic and thereby foster a closer economic relationship 
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between all parts of Canafia. It should mitigate to a degree the 
divisive effect of great distances by absorbing the portion of the 
transportion cost and blunt, to some extent at least, the sharp edge 

of any future general increasess It should be applied in such a manner 
as to avoid discriminating between different regions and thereby be 
regarded as a truly national subsidy, one from which all parts of Canada 
may benefit while still achieving one of its Rey, ate that of 
redistributing the burden of transportation costse" In Seat oh the 
Association believes that if the subsidy be of a general renee related 
to need and not to any commodity movement, its payment should be 
conditioned upon the Railways maintaining services on branch lines which, 
even though in a deficit position, are desirable in the public interest. 

If despite the Associations's argument to the contrary, the 
Railways are paid a subsidy directly linked to the grain movement, then 
credit for a proportionate part of such subsidy should be allowed in the 
ascertainment of railway revenues in branch line abandonment applications. 
An appropriate provision would require to be made in the Railway Act to 
provide for this. 

The Province of Manitoba advanced the suggestion that the link 
between the subsidy and the maintenance of branch lines could be 
achieved by means of a Branch Line Trackage Maintenance Fund. Under 
this proposal a Fund would be established by annual Government contribu- 
tions. Then when in a branch line abandonment case it was proved that 
the Railway was operating a branch or part thereof at a loss, but the Board 
of Transport Commissioners considered the continued operation of the line 
to be desirable in the public interest, the Railway concerned would re- 
ceive an annual payment from the Fund. Presumably the test which the 
Board Reolatabely would remain the same as that which is used at the 
present time. It appears to the Association that this proposal requires 
serious consideration, although in the view of the Association the 
periodic application by the Railways to the Board, as contemplated by 
the proposal, might well be on a triennial rather than annual basise 


As was mentioned previously, the Association considers the retention of 
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many branch lines, particularly in western Canada, to be essential for the 
economy of the country. 
(8) Other Suggested Means of Awarding Subsidy 

The Canadian Pacific Railway Company suggested that the Income 
Tax Act be used as the instrument of relief. The United Grain Growers 
in their submission, suggested that in establishing permitted levels of 
railway rates, the Board of Transport Commissioners ghould be precluded 
from allowing income tax as an expense to be covered thereby, and that 
the Income Tax Act should be amended so that there was excluded from 
bizatdon's rail income of those companies whose rates are subject to regu- 
lation under the Railway Act. The Association strongly opposes these pro= 
posals of the Canadian Pacific Railway Company and of the United Grain 
Growers Limited, 

The Association believes that to use the Income Tax Act as an 
instrument of relief is to abuse the purpose of the Act. The real intent 
of the Act is to raise money from the income of all persons resident in 
Canada for the purpose of meeting national expenditures. It is a first 
principle of all taxation theories that taxes should be imposed on a 
fair and equal basis, The more exceptions and privileged taxation classes 
that are created, the less fair is the system and the more burdensome 
do taxes become on the taxpayers who are not specially favored. It is not 
necessary for the Association to look beyond the bounds of the industry 
in which its Members are engaged to perceive the adverse effects which 
can flow from unequal taxation. The Association’s Members as free-ente - 
prise, joint-stock companies, labor under the full burden of corporate 
taxatione Their co-operative competitors are able to so conduct 
their affairs that they drastically limit their liability to pay income 
taxes. Apart from the great disparity between the rates of income tax 
paid by the Member Companies of the Association compared with those paid 
by the co-operative grain handling organizations, co-operatives can declare 
patronage dividends to their customers, who are usually also their share- 
holders, but refrain from actual payment of these dividends for long periods, 


sometimes running into the lifetime of a customer. The result 
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is that co-operatives obtain loans of this money untaxed and interest-— 
free for the development of their businesses. They thus have a tremend~ 
ous trading advantage over their competitors. In the grain industry 
recently several companies have had to give up the unequal struggle 

and sell their assets to their co-operative competitors. 

The Association is aware that the Canadian Pacificts suggestion 
was probably made because of the income position of its rival, the 
Canadian National Railway. However, it is strenuously felt that such 
a Boneiderats n should not be allowed to affect the important deeision 
as to the manner in which financial assistance is afforded. This decision 
should be made with the cardinal principles of equitable taxation 
firmly in mind. The Association believes any subsidy should be 
labelled as such. 

DATED AT Winnipeg, this 6th day of February, 1961. 


All of which is respectfully submitted, 


THE NORTH-WEST LINE ELEVATORS ASSOCIATION 
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submitted to the 


ROYAL COMMISSION ON TRANSPORTATION 
by the 


BRITISH COLUMBIA LUMBER MANUFACTURERS ASSOCIATION 
PLYWOOD MANUFACTURERS ASSCCIATION OF BRITISH COLUMBIA 
and 
CONSOLIDATED RED CEDAR SHINGLE ASSOCIATION OF BRITISH COLUMBIA 


—_ es mt os ee 
rr ee en 


MR. CHAIRMAN AND MEMBERS OF TH! COMMISSION: 


This written argument is based on the evidence 
tendered on behalf of the above-named Associations at the hearings 
of your Commission at Vancouver, B.C., on February 24rd and Plan. 
1960, (transcript, Vols. 39 and Oo, pp. 6411-6637). It is con- 
fined to five points only, all of which are matters of grave 
concern to the forest industry of Canada's west coast and to the 


members of the said Associations. 


Ll. __ PLAT PERCENTAGE INCREASES: 

As pointed out in the evidence, Vol. 39, pp. 6419-6423, 
the application of the principle of flat percentage increases in 
freight-rates by the Canadian Railways has resulted in serious 
distortion of rate relationships between producing regions, has 
disrupted long-standing differentials, and has aggravated the 
disadvantage already suffered by long haul shippers. We believe 
that flat percentage increases should be modified by the application 
of hold-downs on rate increases applicable to basic raw materials 
such as lumber, plywood and shingles. We are of opinion that the 
principles of rate-ma’ing as practised in the United States in this 
respect are sound and that they should be adopted by the Canadian 


Railways. 


e LUMBUR AND LUMB™;R PRODUCTS GROUPINGS: 

We would again stress to the Commission the importance 
of adjusting the Canadian freight-rates structure to eliminate the 
differentials between, lumber, plywood and shingles. We feel the 
same rate per 100 lbs. should apply to lumber, plywood and shingles 
from all Canadian origins to all Canadian destinations. (Trans- 


cript, Vol. 39, p. 6427). 
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A reference to the evidence (Vol. 39, p. 6428) shows 
that, under the Canadian Rail Freight-Rate Structure for lumber and 
lumber products, freight-rates are much higher in Canada for - 
Similar distances than U.S. freight-rates on such commodities. We 
respectfully submit that this disparity should be corrected and 
urge that the Commission recommend that Canadian rates be brought 


into line with those for equivalent mileages over U.S. lines. 


4, SWITCHING: 

A four-mile interswitching limit is not in keeping 
with the industrial growth that has taken and is taking place in 
Canada. Such a limit involves the payment of additional charges 
in a great many areas, with a consequent increase in the delivery 
price of goods to the customer. The Canadian Railways have consis-~- 
tently refused to extend this limit and, in view of their reluctance 
to do so, we respectfully urge that the Commission recommend an 
extension of the limit or direct an immediate investigation into 
the problem of the unjustifiable additional costs to shippers which 
result from a limit which is completely inadequate under today's 


conditions. (Transcript, Vol. 39, p. 6430). 


De CROW'S NEST PASS GRAIN RATES: 


We respectfully draw the attention of the Commission 
to our earlier submission on this contentious problem, which is 
found in Vol. 39, beginning on p. 6423. We believe that the 
solution suggested by the late Chief Justice Sloan (p.6h2l.) is 
sound. We respectfully urge that the Commission include in its 
report a recommendation to the same effect. We repeat the words 
used by his lordship in his Report:- 


"If I am right in my conclusion that the direct 
and indirect effects of the Crow's Nest Pass 
rates are a major contributing factor to the 
present situation in which the Railways find 
themselves, and the evidence before me can 
lead me to no other rational conclusion, then 
it is my respectful opinion that some share at 
least of this burden should be shouldered by 
the people of Canada from the National Treasury." 
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We also respectfully suggest that, if and when relief is granted 
to the carriers of the onerous burden which results from the 
statutory and related rates on grain and grain products, commen- 
surate reductions in the rates on lumber, plywood and shingles 


-ghould be ordered, effective at the time of such reductions. 


ALL OF WHICH IS RESPECTFULLY SUBMITTED. 


BRATISH CYFUMBIA LUMBER 


PLYWOOD MANUFACTURERS ASSOCIATION 
OF BRITISH COLUMBIA 


be Oy ty PI 


-fov R. Humphreys, President 


CONSOLIDATED RED CEDAR SHINGLE 
ASSOCIATION OF a ee 
4 


Sel el tactafeng vLesibinunion ae. 


S. J. Dumaresq, President 


Vancouver, B.C. 
February 7th, 1961. 
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SUBMISSION 


of 


SASKATCEEYAN TIMBER BOARD 


RINCE ALBERT, SASKATCHSYAN 


to 


THE RCYAL COMMISSION ON TRANSPCRTATION 


February, 1961 
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Tos ens Maik. Vackhersow,, Q, 02 >< : 
Chairman, 
Royal Commission on Transportetion, 


OTTAWA 
Mr, Chairman and liembers of the Commission: 


Further to our submission of February 13, 1960, we 
wish to present for your consideration the following informa- 


tion and comments, 


Since the date of our submission we have again taken 
up with the railways the question of ovr pulpwood freight rates 
from Saskatchewan to Wisconsin, and they have authorized a 
‘small reduction averaging 4¢ per ewt on rough green pulpwood 
only, This reduction, on the basis of the usual agreed weight 
of 4,100 lbs per cord, comes to $1.64 per cord, This still 
leaves our freight rate on rough green pulpwood at approxi- 
mately $20.32 per cord from Saskatchewan to Wisconsin Rapids, 


Wisconsin, 


Some upward adjustments have been made in the United 
States rates but a new low rate has been established from 
Lander and gkiverton Wyoming to Kaukauna “Wisconsin, This new 
rate of $11.25 per cord (for shipments in lots of 10 carloads) 
for a distance of 1,430 miles works out to .38 cents per ton- 
mile and is a further indication of what aggressive carriers 


can-do when necessary tc’ generate additional traffic, 


The comrarisen of rates frem Sasketchewan to Wisconsin 


x 


with U.S, long-haul pulpwood freight rates now stands as’ follows: 


Single car Jn ten car lots 


Average wate per date per Rate per 
From To Distance cord cord ton-mile 
miles > ¢ 
*Saskatchewan Wisconsin 
Kapids, 
Wisconsin AG OL eu oe e0ace Pairs 
*Montana 
Wyoming Al1 Wisconsin 
Colorado mills 1.2050 15,75 18.75 abe 
South Daketa All Wisconsin 
mills 808 A ry Gs § 8.95 »o4 
*Lander & 
Riverton, Vaukauna, 
Wyoming Wisconsin 1,430 Levanta Listes 38 


*These rates and mileages are the average of the pudlished rates 


shown on the atteched Mxhibit 1, 
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, It will be seen that the newly authorized rates 
from Saskatchewan are still far from being comretitive with 
the long-haul rates from United States shipping points to 


the same market, 


The reason given by Canadian railways for their 
inebility to compete with these United States rates igs the 
high cost of carrying the traffic by the Canadian railways 
as compared with the cost to the United States railways, The 
reason for the higher cost of carrying this traffic by Cana- 
dian railways, we are told, is the low density of traffic on 
Canadian railways as compared with the density on the United 


States railways, 


We believe the above reason warrants careful examina=- 
tion as it reveals a serious error in the thinking on the part 


of the Canadian railways on this question, 


In saying that Canadian railway costs are high because 
of low density of traffic, they are obviously speaking of Over- 
head or Fixed Costs, costs which, in total, remain more or less 
constant whether the volume of traffic increases or decreases, 
On a unit of volume basis, (per cord, per ton or per car) these 
costs will be high if the volume is low and will decrease as 


the volume of traffic increases, 


The Direct Costs of moving a carload of pulpwood would 
be lower in Canada than in the United States because of the some- 
what lower prevailing wage rates in Canada. The United States 
long-haul freight rates from Montana, Wyoming, Colorado and 
South Dakota must yield a revenue higher than their own Direct 
Costs and must therefore be substantially higher than the Direct 


Costs of Canadian railways, 


The fact that Canadian wage rates are lower means 

also that pulpwood can be produced and put on the car in Canada 
at a lower cost than the cost of this work in Montana, Wyoming, 
Colorado and South Dakota, If the Saskatchewan long-haul pulp- 
wood rates were competitive with these long-haul U, S, rates, 
Saskatchewan pulpwood would move to Wisconsin in much greater 
volume than it can now move, We estimated in our aforementioned 
brief that the Saskatchewan shipments would rise by 100,000 cords 
annually and quite possibly by 200,000 cords if we could move 

the wood at rates competitive with the U. S, long-haul pulpwood 


rates, 


As has been said above, these competitive rates would 
yield the Canadian railways a revenue that would be substan- 
tially more than sufficient to cover Direct Costs, That is, a 
part, at least, of their Cverhead Costs would also be covered, 


The revenue would provide a means of covering some overhead or 
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Fixed costs which now, are not covered at all, Obviously, it 
would be much better for the Canadian railways, economically, 
to have this additional traffic at these competitive rates 
than not to have it at all; 


The ®ailways’ are refusing to meet the competitive 
pulpwood rates because they want higher rates so as to cover 
more of their Overhead Costs but by this very refusal to meet 
competition they are holding back a large volume of traffic and 
failing to cover any part of the Overhead Costs which the revenue 


from this traffic would be covering, 


The Railways should also take into account the fact 
that the production of this volume of pulpwood would provide 
employment for a large number of cutters, truckers and loaders 
and that the railways would have a further revenue from the 
equipment, groceries and supplies which would be transported 


to these men, 


We submit that this policy of Canadian railways 
works to their own detriment; In reaching directly for 
higher revenues from higher rates they are restricting traf- 
fic and the effect of this restriction is detrimental to then- 


selves and to the Canadian economy, 


Respectfully submitted, 


ee Rt | a4 


M. Kalmakoff, 
MK*be General Manas 
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ZADISIT I LONG EAUL FREIGHT RATZS ON PULP dOOU 
PROM - SASKATCHZWAN ANU UNITSD STATES POINTS 
TO - WISCONSIN MILLS 


Rate areen xough Cents per 
Miles Per cut. Per cord € 4106 ton-izile 
¢ 7) ¢ 
PROM - SASKATCESVJAN TO ~ WISCONSIN RaPIDS, Wisconsin 
Armit, Sask. -2651s6 047 19.27 299 
hucson Bay, Sask. $68.6 047 19.27 097 
wOWSMan, Kanitosa 76.8 047 TGaur. 1.06 
Peserve, Sask. $53.5 0&7 19627 298 
Nipawin, Sasi. 1G51.7 eOk 2051 296 
Prince Albert, Sask. 1116.4 eSi 20.91 oS2 
Sig River, Sask. 11S6.1 Soe 23057 Pe a8 
FPRCM = PAR JeSTARN STsTSS ZO - WISCGNSIN (Mileages shown are to Wisconsin Rapids) 
Butte, Pontana Miet Be 15.75 250 
Judith Sap, Montana 1107. 15.75 69 
Creede, Colorado 13il, 15.75 Prete) 
valden, Coiorado i156. 15.75 66 
Lander, ‘dJyoming 1345. 15.75 07 
Encampment, Wyoming L195. 15.75 264 
Deadwood, South Daxota 850.5 multiple car 8.95 Pte 
Single car 12.71 Aras 
Rapid City, South Dakota 76566 muitiple car 8.95 006 
: Single car — 12.7i 2%Q9 
TO - KAUKAUNA, Wisconsin 
Lander, iyoming 1442, multiple car 11.25 638 
Single car 12.71 245 
Riverton, Wyoming 1419, multiple car 11.25 e039 


Single car 12.71 044 
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ROYAL COMMISSION ON TRANSPORTATION 
4164 
FINAL ARGUMENT 
of 
GREAT WEST COAL COMPANY, LIMITED 
AND 


MANITOBA AND SASKATCHEWAN COAL COMPANY (LIMITED) 


A. FACTS 

This argument is based upon the submission made to the Royal Commission 
in February of 1960. The basic facts pertaining to this industry then presented 
still obtain except that the competitive struggle with natural gas has intensified 
and the industry is even less able than before to bear the burden of any unnecessary 


transportation charges, 


Transportation charges exceed price of coal, 


The lignite coal industry of South-East Saskatchewan faces an unique trans- 
portation problem. The mine price of coal has remained nearly constant since 
the War at $2.00 per ton and is greatly exceeded by the freight rates to its 
principal markets. For example, the rates to Winnipeg, a distance of 282 miles, 


$3.70 and $3.30 per ton for domestic and industrial coal. 


Advantages arising from nearness to market and low transportation costs not 


realised by companies, 


‘The mines are located near their principal markets in the Winnipeg/Brandon 
area. Basically, haulage costs are low because the coal is shipped in large trains, 
over easy grades and without terminal charges at either end. These favourable 
cost factors are not reflected in the rates paid by the companies, In pertculaes 
the mines have not bencfited from their natural geographic advantage because the 
same flat cents per ton increases have been applied to lignite as to other coals 
moving longer distances in all the postwar freight rate increases, Indeed, the 
slight advantage given to lignite coal by the Western Rates Case of 1914 has 


been substantially caten away by these increases. 
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Continued existence of industry imperilled by recent freight rate increases because 
of natural gas competition, 

By every possible device, the mines have reduced operating costs so as to 
' maintain the low price\of their product, It is perhaps an unique achievement for 
this industry to have maintained this price in the face ag postwar inflation. How- 
ever, the efforts of the industry to retain its markets have been frustrated, toa 
large extent, because of the increases in freight rates, which constitute the in- 
dustry's largest cost component, 

Since 1957, the industry has been exposed to the aggressive competition of 
natural gas, It is particularly unfortunate that in this period, it has had to bear 
the burden of additional freight ieee increases and, as a consequence, has been 


grievously hampered in its life and death competitive struggle with natural gas. 


No form exists for consideration of overall effect of freight rates on lignite 
industry 


The lignite industry's experience, since the War, before the Board of 
Transport Commissioners shows that no opportunity now exists for a particular 
industry to have the overall effect of existing freight es or proposed increases 
realistically reviewed and assessed, In general freight rate increase cases, 
the industry has found that the Board cannot consider whether its competitive 
position as against other forms of energy would suffer as a result of price in- 
creases forced by a rise in freight rates, Likewise, the industry has found that 
a special complaint against the adverse effects of freight rates on the industry's 
competitive position compared to oil and natural gas proved abortive. The 
harrow criteria by which the Board is compelled (or fcels compelled) to assess 
the justness and reasonableness of rates do not permit an assessinent of the ad- 
verse competitive effects of rates on an entire industry. The process of equalisa- 
tion, which the emalneyiere has also invoked without final decision by the Board, docs 
not seem appropriate for this purpose, 

The industry is therefore in a position of being able to demonstrate from 


its own long and unrewarding expcricnce before the Board of Transport 
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Commissioners that the limited terms of reference of the Board appear at present 


to prevent any proper consideration of, or relief from, the disadvantages imposed 


on it by freight rates, 


Negotiations with railways not entircly satisfactory or prompt. 


The lignite industry feels that the railways have an almost greater stake in 
the retention of coal traffic than the industry itself because of the fact that trans- 
portation charges are higher than the price of the coal. Accordingly, the industry 
has felt that there is much scope for the negotiation of rates which will retain 
traffic and thereby be mutually advantageous to both the industry and the railways. 
However, expericnce has shown that the railways have not always been prompt to 
recognize the dangerof loss of traffic and to take corrective action to eee rates 
to save it. Several unfortunate examples exist of railways offering lower rates 
which might have preserved the traffic after markcts had become irrevocably 
committed to natural gas or oil, As a result, the industry, believes that some 


procedure for assisting critical rate negotiations should be devised, 


Unique oie of lignite industry basis for proposals. 

It will be realised that the following proposals are based upon the lignite 
industry's extensive experience in endeavouring to preserve its competitive . 
position by attempts to have the adverse effect of high transportation charges 
reviewed and reconsidered by the Board of Transport Commissioners, It is 
possible that few other industrics have been so consistently represented before 
the Board of Transport Commissioners in the postwar years and have sucha 
vital stake in the development of better procedures for the consideration of their 


problems, 


Dis PROPCSALS 

+ Procedure for appraising overall effect of freight rates on hard pressed 
industries essential. 
The inability of the Board of Transport Commissioners to appraise the 


effect of general freight rate increases on the compctitive position of particular 
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-industries is an anachronistic survival from an earlier era of rate regulation, In 
the case of lignite coal, which faces competition from other forrns of energy 
transmitted largely by pipe line, it is unrealistic to continue to judge the justice 
and reasonableness of rates only by the classic formulae of Sounneeon with other 
rates when the whole existence of the industry is threatened by a pohee tne com- 
modity enjoying a less costly method of transportation. It also appears unrealistic 

to suggest that the Board of Transport Cornmissioners does not assume the functions 
of an economic planning board when it fails to consider the overall effects of un- 
necessarily high freight rates on the economic survival of an industry. Its very 
failure to give consideration to these vital competitive considerations means, in 
effect, that it passes judgment by default against the lignite coal industry. 

It is submitted that where a hard pressed indices such as the lignite coal 
industry, demonstrates that its existence is imperilled as a result of competitive 
disadvantages created by high ae increased freight rates, the Board of Transport 
Comniissioners or some other competent tribunal, such as the Dominion Coal 
Board, should be authorized to review and appraise all the implications of such 
rates, Where it is demonstrated, as a result of such an appraisal, that existing 
or proposed rates threaten to destroy an industry's markets and, as in the case 
of coal, deprive the railways of traffic, the Board of Transport Commissioners 


should be authorized to direct such adjustments as appear necessary, 


2, Hncouragement of negotiations between railways and industries to preserve 
te nie et ee EO PEE Ser Ve 


traffic, 

Where existing rates or proposed increases threaten to deprive an industry 
of its markets, it is submitted that the Board of Transport Commissioners should 
intervene actively to assist negotiation of an appropriate rate which will preserve 
traffic and be fair to both the industry and the railways. In such circumstances, 
it would be helpful to both partics if the facts were established by the interven- 
tion of the impartial Board of Transport Commissioners in giving statistical, 
economic and other information which would facilitate agreement, Such active 
assistance would speed up negotiations and help to avoid the possibility of traffic 


being lost, as it has in the past, before negotiations are concluded, 
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3. General review of rates with emphasis on cost of service, 


Traditionally, some benefit has been conferred on lignite rates as com- 
pared to other forms of coal on the basis of the value of service principle, Such 
advantage has long since ceased to have much significance because it has been 
eroded by successive flat cents per ton increases and rendered obsolete by the 
competition of other forms of energy transmitted by pipe line, It is submitted 
that the rates on the movement of lignite coal should now be reviewed and revised 
on the basis of cost of service, It is imperative that lignite should enjoy the 
benefit of its close proximity to its main markets and the low cost of haulage 
arising from the use of large trains over easy grades with no terminal expenses, 
Where, in particular, industries are challenged by competition enjoying the ad- 
vantage of alternative low cost methods of transportation, it seems essential in _ 
the interest of both the industry and the railways to adjust rail cay in accordance 
with cost, In this way, the full advantage of rail transportation will Le enjoyed 
by both the industry and the public and, in addition, valuable traffic and revenue 


will be preserved for the railways. 


All of which is respectfully submitted, 


HERRIDGE, TCLMIE, GRAY, COYNE & BLAIR, 
Solicitors for Great West Coal Company, Limited 
and Manitoba and Saskatchewan Coal Company 


(Limited). 
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THE ROYAL COMMISSION ON TRANSPORT ATION 


1" " 


Written Argument Submitted on behalf of The Alberta Wheat 
Pool, The Saskatchewan Wheat Pool, Manitoba Pool Elevators 
and United Grain Growers Limited referred to herein as 
"The Grain Organizationg!', 

1, INTRODUCTION 

The Grain Organizations have maintained since the appointment of this 
“Commission that the terms of P.C.1959-577 
required a thorough and searching pera of railway transportation problems in 
Canada. Exerpts of the wording of P.C,1959-577 read: 

Lane ues tule An the, National interest fat a comprehensive and careful inquiry be 
made with all reasonable dispatch into problems relating to railway transportation 

in Canada......'' and immediately before enumerating specific subjects the word- 
ing is ''...... to inquire into and report upon the problems relating to railway trans- 
portation in Canada and the causes thereof, and to recommend solutions thereto, and 
in particular, without restricting the generality of the foregoing ....-.''. It was con- 
sidered to be One nec ivanie that the movement of any single traffic, or rendering of 
any single Bae was in itself the cause - or indeed a substantial cause - of the 
problems facing the railways and the Nation to-day. 

In the view of the Grain Organizations a railway is to be looked at as an 
organic whole performing many different functions and nourished from many sources. 
It is inherent in the nature of a railway that it should carry traffic in different forms 
such aS passenger, baggage, express mail and freight - long haul and short haul, 
rapid and slow. It is carried in many different kinds of equipment - boxcars, flat 
cars, gondolas, refrigerators, and now piggy-back trucks. Inherent inthe great trans- 
continental systems we have inCanada is the different kinds ofterrain to betraversed - 


mountain, plain, arable lands, forest and rock, some sparsely some heavily popu- 


lated. Traffic may be dense or light. Some traffic will bear high charges, others 
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will only move on low tariffs. Service must be given where and when demanded, 
and demands may be from time to time and from place to place either HeuNy or 
light. It is as an organic whole that the enterprise is profitable or not; it ‘fs 
neither practical nor meaningful to say that here a profit arises or there a loss 
occurs. To attempt to do so is as if aman should praise his right arm as a 
source of his livelihood as to blame his stomach as a source of expense. 

It was felt that rather than assisting an evaluation of railway transpor-~ 
tation problems, the narrowing or restricting the issue to a single traffic or single 
service and "spot lighting'' one class of shipper would be detrimental to the Cana- 
dian people, 

Each of the Grain Organizations appeared separately before the Com- 
miabion and through their Presidents ieee separate submissions. Submissions 
of these four leaders of agriculture in western Canada cannot be dis dowecdod and 
uch weight must be meee their views, 

In addition to these general submissions and in accordance with their 
conception of what was necessary to evaluate the problems of railway transporta- 
tion in Canada at this time, the Cran Organizations retained the services .of W.B. 
Saunders of Washington D.C. to assist them. Mr Saunders was selected after a 
careful check of his professional qualifications, He was highly recommended ond 
a portion of his qualifications and experience was put in the record and ane ioe 
themselves. His extensive work with the I.C.C. in the United States is to be par- 
ticularly noted. | 

Mr. Saunders’ instructions from the Grain Organizations were twofold. 
First, Mr. Saunders was instructed to make a general appraisal of the problems of 
the Canadian Railways. Secondly, Mr. Saunders was instructed to make a study of 


the cost techniques used by the Canadian National and the Canadian Pacific in their 
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submissions to the Commission in costing the movement of grain at statutory rates, 
The Grain Organizations did not request Mr. Saunders to make an 
Original study on the cost of moving statutory grain, The view of the Grain Organi- 
zations is that irrespective of the techniques used, and irrespective of the degree 
of refinement achieved in such techniques, there must be inherent in such a study a 
great many assumptions, judgment factors and arbitrary allocation of cost elements 
which would necessarily produce a result that could be as misleading as sound, If 
further proof for such a statement were needed one need go no further than examin- 
ing the results reached by fully qualified experts retained by the Railways and those 
retained by the Governments of the Provinces of Alberta and Manitoba. This is not 
to be interpreted as a criticism of the excellent work done by these experts, but 
merely made in support of the position of the Grain Organizations that the costing of 
a single traffic moved over such railway systems as the Canadian National and Cana- 
dian Pacific is so dependent on judgment factors, arbitrary allocation of cost and 


assumptions that results at the best are ''educated guesses", 


2. THE PROBLEMS OF THE CANADIAN RAILWAYS - A GENERAL APPLIANCE 

In conformance with the instructims given Mr. Saunders presented to the 
Commission a fps Sah appraisal of Canadian Railway problems. This work is con- 
tained in Volume 1 of his submission and forms part of the record. The broad scope 
of this report deals with the importance of railway transportation to our economy, 
their share of market, their economics, nature of their revenues and some of the key 
elements affecting their cost of operations. 

It was necessary to appraise the role of Government in the development 
of our railway systems; to discuss railway lines established and/or maintained for 


reasons of National policy. It appeared that our modest population and great areal 


d 7 


_ we tet wiotdials ts niety 3 ) tame vertie oe ntaes ne a, 
7 : 4 7 7 oy bd 
a . ; 5 Pde «i 
z. an stect of etehnved oM fair tert, pth aaciianina pit ofr 
ery y a4" a ny 
- tis gsG nined edz lo. were ott wien ehoriiete grt) yor to. 
’ \ ry ¢ a - I, 
984hsb ed? Jo evNeegkei ty dng | bea) Sony) ndaes ou 6 RD 2-438) 
4 ma “4 ie 
s vbrtas Jove ct Mexodn} 94 jer oaert coupladsad dayne oration | 
iponrsic tav'a wo hiwaolin ytecidas bine, atoteme Leonie br it 2agkty s | anh 
Pike bi eat wt i YF) , f Per . oe ; Bi rtos. fas J {iia Sz & Bees bots qlitshasas 


Ri 


bs vn he 


é 
at 8 2 & } bee Tie. PA: eh rape 
2 j 
of 
Re Ukies Y f A , Eri hime A S. 
ye t 
2: ri Li ! Jt ! i 7 
‘ 
} ‘ . 4 
’ 5 f beak " ? a 


to Bares 93) a: Ded heey QO nigid art to ne i¢teog 2a to ae xoqque, 5h we 


Miia . 7 oh m, 
~Gite a teers blew were ms at ee fe {ts irk Soe Levu beaver: cs + * 


uae 


7 Te : 


5 ciou” ays tecd of Ja elie 19%. tad 8 ‘ 


SOMA AEA Dh ROMEO A 9 CYA WIAD MAIO AMA OS BO ance taom 1 


ps i 


es Atra4ees sWilints by eocra ps wQrmsis ot sive ‘slash | 


is Botiag7ay (leg? io pipet .2oimondve tf ital 


aA _ . .  BBOTIET SO: te iat tis 


a4 f 


i 
ui as he 4 hoe a. 
TPG L SDD: SLE tek Werss rete sid 29 SLOSS mn ie Bi ist qqe ot (FHEBID 11 BBM 


: = 


ah 
: 


tut bogketabe nt tel Sas bedalidaras went viwlie® aewouib of :e1 4 


A Pu 
ip b's aN 


Bits 0 ighaqag thebon: rH. sid Braet Ls 


472 


extent created a problem of light density branch lines, and the same factors coupled 
with severe competition in very recent years has caused a severe passenger service 
problem. It was also clear competition had an adverse effect on railway freight 
revenues necessitating establishment of competitive rates and agreed charges. The 
significance here is not whether or not the Railways are losing money by establish- 
ment of competitive rates and agreed charges but that they are not obtaining as 
much freight revenue as they formerly did from traffic moving on these rates and 
charges. Mr. eden President of the Canadian National admitted the Canadian 
railways share of the total transportation market was declining and such a trend 
would continue. He accepted the figure of the Turgeon Commission that through com- 
petitive rates the railways lost $50 million of revenue annually at that time and con- 
ceded such revenue losses would be greater at this time. (Transcript 1339-1340) 

The Grain Organizations find it very difficult.to understand how or why 
all these problems can be largely ignored in the submissions of the Railway Compan- 
ies appearing before this Commission. It is re epecuiutly submitted that had the 
Governor General in Council wanted a report limited to a study of the Crows Nest 
Agreement, or the cost of moving grain to export positions at statutory rates, it 
would have simply said so in terms far more restrictive than those used. 

It is neither desirable nor necessary to review all the material contained 
in Mr. Saunders' Volume 1, nor all the oral evidence given in support of it, but the 
Grain Organizations would like to emphasize the following points and for Cat euhen oe 
would like to refer to the same under the chapter headings used by Mr. Saunders 

Chapter II - The Role of Transportation in Canada's Economy 

Chapter III - The Railroad Share of the Market 

These chapters are self-explanatory but the comparisons and trends in 


Canada and the United States are very illuminating. The principal conclusions are 
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that railway actively represents a declining proportion of the total Canadian economy 
and (save wartime conditions) by trends of long standing Canadian railways have been 
subject to steady erosion of traffic - and of course loss of revenue, It does not follow 
automatically that railway Aeoaa tidal (save possibly some degree of curtailment) are 
not as necessary to the Canadian people as ever, but it certainly does point up the 
ridiculous position taken by the Railways before this Commission that the study of 
statutory grain is an adequate study to dispose of these very basic changes with which 
the Railways are faced. One quick look at Mr. Saunders' Chart III-I (page 31 Vol. 1) 
is sufficient in itself to clearly demonstrate the effect of competition on wa tteas 


operations and revenue - and no logical person could possibly suggest any connection 


between movement of statutory grain and the condition so clearly revealed. 


Chapter IV - Role of Government 

This chapter, while largely historical, deals specifically with a very old 
problem in Canadian railroads - extra capacity. Extra Capacity automatically incurs 
extra cost, 

Me Saunders took very sharp issue with Mr. R.A. Emmerson Executive 
Vice-President of Canadian Pacific on this issue of excess capacity. Mr. Saunders 
gave very cogent, and it is submitted unanswerable reasons for his views at pages 
22227-22231 of the transcript of evidence, Mr, Saunders referred to the density maps 
A, B, C & D at the rear of Volume 1 to prove his point. These maps are very signifi- 
cant in details. First, ches, were compiled from data furnished by the Canadian National 
in a 1959 study and by the Canadian Pacific in 1954, Secondly, not one single question 
was directed to Mr. Saunders on the authenticity of these maps by Counsel for either 
Railway. These maps not being challenged by the operators of the railways must be 
accepted as being accurate. It is respectfully submitted these density maps are probably 


as important as any exhibit placed before the Commission. It is to be noted that the 
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condition of light density and duplicate lines exists throughout the country and are 
not restricted to any particular area or province, 

There was an attempt (presumably) to discredit Mr. Saunders on this 
question of excess capacity by questioning him on the number of occasions he travel- 
led over Canadian Pacific lines, Certainly no one has to travel a train to appreciate 
the meaning of the density maps A, B, C & D referred to Bisavee It would be as 
sensible to say you would have to be a laying hen to know what an egg is. 

| “The Grain Ce aan by again bringing to light through their expert 
this problem of excess capacity and light deeeiiy lines do not make any ey con=— 
nection between this problem and abandonment of railway lines, | It is fully appre- 
ciated many of these light density branch lines are not only desirable but are ab- 
solutely essential to the country, There undoubtedly are many branch lines serving 
remote areas, or areas furnishing other economic benefits to Canada, that may not 
produce satisfactory revenue - but to suggest their abandonment would be foolhardy, 
It seems conclusive excess capacity has led to a considerable degree to unnecessary 
competition in raaiway services. The attention of the Commission has been called 
to the necessity of increased co-operation and lessening of competition between the 
railways in providing services. The question of aDend een at to a major extent will 
continue to be an individual problem to be determined on its particular merits, | al- 
though as has been auee sted by different pe Faone appeainn for the Gaeliviauel Grain 
Organizations as well as Mr. Saunders for the group, muchican be done by implement- 
ing a long range programme concerning possible abandonments. This question of 
abandonment will be discussed in more detail under a different heading in this sub- 
mission, 

The principal point the Grain Organizations wish to make here is that excess 


capacity has been for a number of years and continues to be a major problem of the 
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Canadian Railways. The necessity for, or the extent of, such excess capacity is 
entirely another question. It is a problem the Railways, for some reason, did not 
wish to discuss before this Commission. It does exist and there is no point in bury- 
ing ones head in the sand and ignoring it. If such excess capacity (or some portion 
of it) be necessary to properly serve the Nation it is nothing to be ashamed of but 
surely must be recognized. It is very difficult for the Grain Organizations to under- 
stand why the Railways chose to ignore a major problem of this nature and select 
the movement of statutory grains as "the only inequity'' thereby making the western 


grain producer ''the whipping boy" for the Railway financial ills. 


Chapter V - Economics of Canadian Lines 

This Chapter vats largely with the effect of density of traffic as it relates 
to railway economics. The text and tables compare densities and its effects between 
Canadian and U.S. lines. It is submitted that such Aneta one as mentioned in this 
chapter are important to appreciate the particular problems facing the Canadian rail- 
ways. Again itis nota question whether such a situation is wholly bad or rectification 
is simple - but to show such a situation is or has to be to some extent inherent in rail- 
roading in Canada. It is dictated more by our geography, thinly spread population 
and economic development, and it is believed should be understood by the Canadian 
public that requires and demands railway services. It is not peculiar to any parti- 
cular section of the country, and if such a situation creates a burden for the Railways, 
it should be but a part of the whole National railway transportation problem - not 
identified by any special relief, but to become a part of the total burden that should 


be assumed by the entire Nation. 


Chapter VI - Branch Lines 


It is pointed out in this chapter that the definition ascribed to a branch 
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line is of no real significance, The important factor is again the traffic density 

over any portion of railway line rather than the category in which it may be classed 
by definition, It is pointed out that much trackage was laid for competitive reasons, 
The wisdom of such construction may now in some instances be seriously questioned, 
If such managerial decisions were not sound, should we still have the capital invested 
and maintenance cost charged to a certain traffic in a cost study? It seems that a 
true cost study should include only what should have been invested rather than what 
has been invested. 

The importance of the problem is indicated by what Mr, eaeeee points: 
out (page 72-73). Inthe Railway Cost Studies cost of money on branches represents 
25% of the system's total, while the revenue traffic, in passing over such branch 
lines (ignoring subsequent movement on main lines) represents under 4% of the total. 
So calculated, according to the procedures of the Railway Cost Study, the portion per 
unit of traffic on branch ee resulting from capital investment is six or seven times 
as high as on the main lines. 

The Grain Organizations repeat that here is another important problem 
area requiring serious attention, and ignoring it as a problem area as the Railways 
have done, is not very constructive, The Railways have the best information on this 
problem and their views would have been helpful, It is not contended by the Grain 
Organizations that branch lines are not necessary, nor have they recommended the 
discontinuance of any single branch line operation. They merely say that whatever 


be necessary in the public interest should be had and maintained, 


Chapter VII - National Policy Lines 
This chapter it is submitted is adequately and completely discussed in 
the text of Mr. Saunders! submissions, 


The significance in so far as the Grain Organizations are concerned is 
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the necessity of keeping such lines if they in fact now serve the public interest. The 
burden, if there be one, is a general burden and not something to be attributed to 
any particular segment of freight traffic, or to any shipper of grain, steel, pulp or 
alee passengers ~- east or west. Any attemptinthis regard to pit one class or 
railway shipper or passenger against another can cause untold damage to the Cana- 


dian public by development of misunderstandings and recriminations. 


Chapter VIII - Passenger eres 

It is neither the intent nor desire of the Grain Organizations to place the 
blame for lack of railways economic well being on the passenger service or any 
other traffic. Passenger service is a serious problem facing not only Canadian but 
all railways in Europe, ard the United States as well. It is incredible that the Rail- 
ways in their original studies chose to close their eyes to the problem. It is not 
helpful to ''whistle by the graveyard" in this instance, | 

It is well beyond successful contradiction that the Railways for the past 
20 years or more are continuing to lose short haul passenger traffic to the family 
car and long haul passenger traffic to the airplane. That such a trend will continue 
to be adverse to the Railways is equally beyond successful contradiction. It was 

‘suggested by responsible railway officers that as the railways had managerial con- 
trol over passenger service by cutting down services and adjusting fares, the rail- 
ways could cope with the problem. These observations were made in contrasting 
such a situation with the movement of export grain at fixed rates. 

It is submitted such statements are patep nonsense. Freedom to adjust 
passenger fares is only of assistance if the passenger will pay it. The competition 
for passengers by the family car and airlines is fully as effective in keeping passenger 
fares at a low level as is Parliament in fixing grain rates. 


The magnitude of the problem - from a dollar and cents point of view, 
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was dramatically set out at pages 103-109 of Mr. Saunders! Volume 1, If the 
method employed by the Railways in costing export grain movement were also used 
for costing passenger service, the deficit on a full cost basis for the Canadian 
Pacific for 1958 would be at least 75 millions of dollars and for the Canadian National 
180 millions of dollars or a combined passenger deficit of some 255 millions of dollars. 
The text of the submission explains in detail the deficits reached. 

It must be pointed out these figures were reached by using the railway 
costing techniques for grain and were not presented as being results of an independent 
study. However, it is very significant that Railway Counsel did not challenge Mr, 
Saunders on these figures. It is a very safe assumption Railway Counsel would have 
rigorously cross-examined Mr. Saunders on figures of this magnitude if their staffs 
had found them to be in error on the basis they were presented. 

The effect of the passenger deficits can be measured another way. Mr. 
Saunders puts it like this in Volume 1, page Vise. 

Me The burden of passenger service deficits on the shippers 
of freight can be dramatized in yet another way. The railways 
have proposed as a criterion for a fair level of earnings a rate 
of return on net investment of 6 1/2 per cent after payment of 
income taxes, This translates into a rate of 10.38 per cent be- 
fore income tax for the C.P.R. and a rate of 10.96 per cent for 
the C.N.R. These are the rates used to calculate the ''cost of 
money'' for handling grain. In 1958, the C,P.R. railway net 
income was $57 million before income taxes, If the C.P.R, 
passenger revenues had been equal to the full cost of providing 
the service, $75 million additional Jug oeer et nk have been 


received, producing a net income before tax of $132 million, 
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which represents a 9.43 per cent return on net investment in 
railway facilities, less than one per centage point short of the 
prandayd that C.P.R, has chosen. This result has powerful 
implications respecting the freight service, 

If the passenger service had earned 10.38 per cent, the 
total return would have averaged 9.43 per cent, which means 


that the freight service must-have earned a return of over nine 


per cent Hefote income taxes in 1958." 

In light of this unchallenged evidence given by Mr. Saunders, it is hard 
to believe the railways contented themselves in their original statements and studies 
to say movement of grain to export positions at statutory rates is the only real pro- 
blem to be discussed aoe the Commission. Indeed it was the only problem the 
railways wished to discuss, 

The Grain Organizations are not saying the passenger service rendered 
the people of Canada (or a large measure of it) to-day is not necessary. It is merely 
being pointed out that as a problem area in Canadian railway operations it is a much 
greater problem than movement of grain to export positions. Ifthe burden of pas- 
senger service be real - and it appears to be, then again it too should be considered 
but ae a segment of the whole burden and should not be isolated from the entire pro- 
blem by being made the subject of special relief. It should be "part and parcel" of 
the whole picture of what the Canadian public as an entity should assume if the 


National public interest is to be adequately served. 


Chapter IX ~- Small Shipments 
This is another problem area not treated by the Railways in their sub- 
missions, Mr. Saunders finds a deficit burden of $80 million on an out-of-pocket 


basis and $129 million on the full cost yardstick (Vol. 1 page 119). It is pointed out 
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that if the C.P.R. received its full costs for handling L.C.L. freight in 1958, as 
well as full cost of passenger service, that Company's net income before taxes would 
have been 11.44 per cent of net income - a little better than 1 per cent more than its 
target rate of 10.38 per cent, 

It may well be deficits in L.C.L. traffic may be necessary to adequately 
serve the Canadian public. If so it should not be concealed or shied away from but 


recognized as being the problem it is. 


Chapter X - Competitive Rates 

The discussion in this chapter deals with the competition furnished the 
Railways by highways, waterways and air transport. Government assistance given 
these forms of transport obviously places the Railways at a distinct disadvantage in 
its ability to capture the traffic. Whether or not this be an inequity as defined in 
P,C.1959-577 may be questionable, but the Canadian public should be made more 
aware of the fact that whatever financial assistance may be given the railways in 
future, this form of transport is not the only form getting assistance from govern- 
ments. 

It is pointed out to obtain traffic volume the Railways have been forced 
to establish competitive rates and agreed charges. Indeed in 1958 traffic moving 
between Canadian Stations under these rates and charges represented 23 per cent of 
the total freight revenue. This traffic moved at lower than ''normal" rates and while 
the railways have derived some net revenue it is clear substantial revenue has been 
lost. 

The Grain Organizations appreciate the Railway Companies by force of 
circumstances found the establishment of competitive rates and agreed charges 
necessary for their business, but point out that but for the forces of competitive 


forms of transport (to an extent subsidized by governments) "normal" rates would 
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have been obtained. The graintraffic is captive traffic, as is a moderate portion of 
the total freight traffic in Canada. Is this an inequity in the freight rate structure? 
In any event it surely is a problem area in Canadian railway transportation, and is 


part of the whole problem facing the Commission. 


Chapter XI - Statutory Grain 

Mr. Saunders here makes his evaluation of the railways position on 
statutory grain movement as being the only inequity in the freight rate structure 
and the inference rates on this traffic should be doubled. He takes issue with the 
premise and at page 131 of Volume l points out the result is that statutory grain is 
being asked to produce a profit factor about 2.5 times as great as the average traffic. 
It is here that Mr. ae points out the core of many items of cost in the railway 
studies is ''branchness'' rather than "grainness'', 

The Grain Organizations submit that for the National policy reasons, the 
competitive features of ye construction, historical background, etc., all these 
branch ee were constructed across the country and if Canada requires them to 
serve the people such of those lines in western Canada should not be chargeable in 


a cost study to export grain movement alone, What branch lines in western Canada 


3 
+ 


that in fact now serve the grain movement may be one thing, but what would be nec- 
it 
essary if the system were constructed de novo may be an entirely different thing. 


The Grain Organizations repeat that the railway studies referred to by 


Mr. Saunders in this chapter is a far cry from m : ting all the problems relating to 


railway transportation in Canada. 


Chapter XII - Conclusion 


This chapter of Mr. Saunders' Volume will be dealt with in the conclusions 


of this written argument. 
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Volume II - Costing Methods 

This volume presented by Mr. Saunders deals with the cost techniques 
used by the Railways in their submissions to the Commission. 

It is respectfully submitted that the criticisms made by Mr. Saunders 
in no sense suggests bias. Indeed, both in text and during his cross-examination 
Mr. Saunders was very complimentary of the work done by the railways in the cost 
study presented. It is important however to realize that such a study, like many 
other cost studies, of necessity relies on a number of assumptions, judgment factors, 
judgment in prorating cost and arbitrary decisions. Mr. Saunders’ discussion on 
’ fixed costs, short term variable costs as well as long term Variable cost points up 
the fact the results are only as sound as are these judgment factors: 

It is also to be noted that no attempt has been made to cost the traffic on 
an optimum basis, or even what plant should be required. The Railways took total 
costs, as if such expenditures were necessary and simply allocated by a technical 
method that portion they felt should be charged to movement of statutory grain, 

Mr. Saunders points out that these railway studies in pricing -out statu- 
tory grain rely on the principle of prorating the joint costs. The studies depend on 
various techniques for separation of fixed and variable costs. A number of these 
separations are statistical and rest on statistical assumptions, A number of these 
separations are arbitrary in varying degrees ane general judgment is employed as 
to the extent of variability associated with particular expenditures, 

It is for general reasons such as the above, coupled with the more 
technical. analysis of equasions and regression method made by Mr. Saunders in 
Volume II, that the Grain Organizations submit the results of such studies must be 
kept in proper perspective. The results of such studies cannot reasonably be ac~- 
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that can be safely accepted and acted upon. This is not to say for some purposes 
(probably to a greater extent for managerial decisions) such studies cannot be 
seriously looked to, but as a reliable measure of costing a single traffic movement 
such results are highly questionable. 

The Grain Organizations are quite prepared to leave to the Commission 
and its staff the evaluation of Mr. Saunders' technical criticisms of the railway 
cost studies, and no further reference will be made herein to the ''Critique of C.P.R. 
Track Expense Rie greasy 'C.P.R. Use of Average Train Weights" nor ''C.P.R. 
Treatment of Car-Day Costs for Box Cars". 

Special mention is made of the section dealing with Cost of Money - 
Volume II, pages 56 ~ 58, This section is brief and it is submitted, cannot be better 
summarized or stated than has been done in the Volumen This was an issue one 
might expect a serious challenge from the Railways, in cross-examination, and as’ 
such was not done the fair inference is that it could not be successfully challenged. 

The Grain Organizations, for their own part, submit the Railways have 
failed to demonstrate that the costing of statutory grain as presented has the degree 
of reliability sufficient to enable the Commission to make a specific finding on the 
matter. The difficulties involved in such a study cannot be overcome by the effort 
are ve their production. The assumptions, arbitrary decisions, judgment factors, 
etc. are still contained in the study. This was the general conclusion reached by the 
Turgeon Commission and the situation and problems of moving grain are still the 
same, 

Statutory Grain Rates - ''Crow's Nest Agreement" 

The Grain Organizations are adamant in their view there should be ab- 
solutely no interference with the so called Crow's Nest grain rates. They are equally 
strong in their views that these rates should never be removed from the sole jurisdic- 


tion of Parliament. 
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These views are taken irrespective of whether or not these particular 
rates are compensatory or non-compensatory for the issues, history involved, the 
importance of export grain markets to Canada are the matters of real significance. 

It is the considered view of the Grain Organizations that both Railway 
Companies, by in effect wholly disregarding the scope of P.C.1959-577 - "..e.ee 
a comprehensive and careful inquiry ...... into problems relating to railway trans-~- 
portation in Canada ......'', and asserting movement of statutory grain to export 
positions is the only inequity (and presumably problem) in the freight rate structure, 
are attempting to ''single out'' and ''spot light'' the western grain producer as having © 
special treatment to the detriment of other shippers and users of railway facilities. 
Indeed the inference is being made the ''Crow's Nest Rates'' is a vicious and ancient 
agreement favoring a special class at the expense of others. It is submitted that 
"in a nutshell this is the complete submission of the Railways. 

The Grain Organizations submit the time is long overdue to correct the 
thinking of the Canadian public concerning these statutory rates. It has been very 
popular in recent years for responsible railway officers in public speeches, before 
Administrative Boards and before Royal Commissions, to complain about rates 
"established in Queen Victoria's time''. This admittedly is a catchy phrase and can 
arouse public sympathy among the uniuformed. In itself of course such a phrase proves 
nothing. It is being used as if it were self proving. It is commonly known that many 
goods and services are lower to-day than in ''Queen Victoria's time". Electric rates, 
telephone rates, consumer goods have been substantially reduced through modern 
technical and production methods. The safety razor and ball point pen originally cost 
the producer many many times the cost paid for such items to-day. The point to be 
made is that because the rates have been of 60 years standing does not prove the rates 
are non-compensatory. In the movement of grain great strides have been made in 


recent years. Dieselation has enabled the Railways to haul longer trains in larger 
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cars to great cost advantage. Modern unloading facilities has enabled more efficient 
use of grain cars. There are undoubtedly many more technical improvements lower- 
ing the cost of the movement. 

The volume of the movement, the fact the Railways neither load or unload 
the commodity, the fact the cars are fully loaded, etc., are also matters warranting 
a lower rate than most other commodities. 

For a long time efforts, not completely unsuccessful, have been made to 
create a popular belief these statutory rates are set for the sole benefit of the western 
grainfarmer. The Grain Organizations are hopeful this erroneous impression will 
be corrected. The statutory grain rates have been established and maintained for 
the benefit of the country as a whole. It is to be specifically noted that, apart from 
the Railway submissions, the evidence presented before the Commission is strik- 
ingly free of implications that statutory grain rates are objectionable, Indeed, the 
Province of Quebec (which is not a grain growing province) in its discussion of these 
grain rates took the proper and broad outlook, and, it is submitted, supported their 
retention. Canada's export wheat is of prime importance to the Canadian economy. 
In order to compete with grain growing nations closer to tide water, Canada's grain 
grown chiefly in the heart of the continent must have low transportation cost. This 
was the basis on which people were encouraged to grow grain on the western prairies, 
and whatever else has changed since Queen Victoria's time, geography and distances 
between the prairies and the lakehead have remained the same. 

It is respectfully submitted that this pitting of one railway customer 
against another; one section of the country against another has caused and will con- 
tinue to cause serious friction and problems in Canada. It should be the aim of all 
responsible corporations to minimize sectionalism in Canada - not encourage it. 


It is not intended to review in detail all the ramifications of the Crow's 
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Nest Agreement, It has been reviewed before other Commissions and adequately 
reported upon, It should be pointed out, however, that due allowance must be given 
to the benefits obtained by the C.P.R. in entering this agreement. And benefits 
should not be restricted to the specific agreement. The Canadian Pacific were 
granted large blocks of land by building a railroad across Canada. These lands 
have proved to be very valuable, Surely it is matters of this kind that prompted the 
containment of: 

"(d) Whether, and to what extent, the Railway Act should 
specify what assets and earnings of railway companies in businesses 
and investments other than railways should be taken into account in 
establishing freight rates;'' in P.C.1959-577. 

The Crow's Nest Agreement should not be a "one way street". 

The C,P.R. surely cannot complain about the burdens and neglect the benefits, 

Sir Edward Beatty as President of the C.P.R. in 1938 expressed the view 
the Crow's Nest Agreement was a good thing for Canada, for the farmers and the 
Canadian Pacific. It is a fair inference that the then President of the contracting 
company did not mean it was an unprofitable transaction so far as railways are con- 
cerned - and Queen Victoria was not reigning in 1938! Dieselation and many other 
operational improvements have taken place since Sir Edward's day. 

The old adage ''Throw so much mud at a wall and some will stick" is 
perfectly true here. Severe criticism of the Crow's Nest Rates over the years is 
bound to have some effect, but no matter how often the criticism be given nor how 


harsh the terms proves in fact such criticisms are warranted, 


Proposed Changed in Legislation 
The Canadian National recommends S,53(1) of the Railway Act be amended 


so that the Governor-in-Council will have no power to vary or rescind an order, 
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decision or regulation of the Board which has been the matter of a judgment of the 
Supreme Court of Canada following an appeal to that Court taken under Section §3(Z) 
(Transcript page 18478). 

The Grain Organizations have read the reasons advanced for such an 
amendment, but contend the basic and all important reason for such powers being 
vested in the Governor-in-Council have been wholly missed. The reason for legis- 
lation of this kind is to enable the government of the day to act promptly in the public 
interest. Reasons for judgments rendered by the Supreme Court of Canada and by 
the Transport Board may be perfectly valid for the issue to be decided, The signi- 
ficant thing is, however, that the government has a much wider responsibility to 
discharge. If the public interest demands a different result, the government of the 
day must be able to act. The government will be accountable to Parliament for its 
conduct, and the Members of Parliament to those they represent. The arguments 
of the C.N.R, could be applied with equal ee to the abolition of Orders-in-Council 
which are provided in many statutes. 

If these powers of government are abused it should be left to Parliament 
to check, rather than to reduce these important powers used exclusively in the public 
interest. 

Both Canadian National and Canadian Pacific have made recommendations 
concerning abandonment of lines. (C,N.R. Transcript page 18479; C.P.R. Trans- 
cript page 18248), The relevant section of the Railway Act affected by the proposed 
amendments is Section 168. | | 

It is respectfully submitted that the approach taken by the Canadian Pacific 
is anarrow one. In essence the Canadian Pacific proposal is that the decision of the 
Board of Transport Commissioners be final as to continuance or non-continuance of 


service. The suggestion is that the burden of proof as to whether or not a railway 
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line costs more to maintain than the revenue derived from its operation be placed 
onthe users. A very unique, and it is submitted a very impractical suggestion. 
Somewhere ~ Somehow - the Canadian Pacific has completely dropped the very basic 
issue ~ the public interest, 

Railways in Canada are at least quasi-public utilities and discontinuance 
of service should conform with well established practices of discontinuance of service 
in public utilities. The public interest is of paramount interest and the burden of 
proof should always rest with the operator. For all practical purposes these services 
are monopoly services and it is well established that owners and operators of service's 
of this nature cannot’elect to operate only profitable sections of the service and dis- 
continue the unprofitable segments. This whole problem is much broader than deter- 
mining only the question of whether or not the service operates at a profit or loss, 

The Canadian National is not as severe in its suggested amendments as 
to abandonments. This Railway recognized the paramouncy of public interest, but 
Says when a service is to be continued for the sole purpose of public interest, the 
amount of loss suffered the Railway in that specific operation should be paid the Rail-, 
way from the National Treasury. 

The Grain Organizations stoutly resist a scheme of this kind. Any scheme 
that would cause, or tend to cause, financial relief to be tied to any particular traffic, 
service or line, is to be absolutely avoided. It is this splitting and dividing; this 
attempted exposure of any class of freight customer, particular service, or area of 
the country that causes unnecessary dissension, bad feeling and accusations that one 
class of customer or citizen is being indirectly subsidized by another. This indeed 
is a very unhealthy atmosphere in a developing nation, 

The Grain Organizations feel very keenly that if the public interest demands 


the maintenance of certain rates, railway lines and railway services and (assuming 
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489 
efficient operation), the sum total of such service exceeds revenue obtained for 


rendering the same, financial assistance should be given on an overall basis and 
A NE TL I ET LLL LIED 


not tied to any class of shipper or user. 

The Grain Organizations are opposed to the suggested amendments by 
the Paiiaetin as to abandonments of lines. If abandonment applications are going to 
continue to be made, a long range programme on abandonments would be of benefit 
and will be discussed under the headings of Conclusions, During the interim public 
interest demands applications for abandonments should continue to be handled by 
the Board of Transport Commissioners under existing legislation. 

The suggested amendments for abandonment of passenger train service 
(Canadian NationalTranscript 18485; Canadian Pacific Transcript 18267) are objec- 
tional for precisely the’ same Sete as set out above for abandonment of lines. 
The Railway Act in its entire intent and purpose indicates clearly the obligation of 
the Railways to give service. The public interest cannot be seconded to economic 


advantage of the Railways. 


CONCLUSIONS AND RECOMMENDATIONS 
A. Conclusions 
In summation of their position, the Grain Organizations say: 

l, That the Railways erred in restricting their submissions, as the two 
principal railway operators in Canada: to studies relating to the movement of sta- 
tutory grain to eee positions, It is submitted that the intent declared by the 
wording of P.C.1959-577 makes it abundantly clear that all problems relating to rail- 
way transportation in Canada should be thoroughly investigated and et Oe ee 

Ze That the Railways have failed to pemion senate by a quality of evidence suf- 


ficiently reliable to be acted upon, that this Commissionis enabled to make any specific 
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199 
finding as to whether or not the movement of statutory grain to export positions is 
compensatory. 

3. That it has been amply demonstrated that in any event (and in acceptance 
of railway submissions) the alleged deficits in this traffic is not a major problem of 
the Railways. Passenger and small shipments deficits (calculated on the same cost- 
ing methods as applied to grain traffic - and not challenged) exceed very greatly the 
alleged grain deficit, 

4. That a Sostes cost study for any traffic should employ only the plant and 
capital necessary to move that traffic. Excess capacity does exist. No attempt was 
made to indicate the efficiency of the plant employed in the railway cost studies but 
were merely a process of dividing up the number of dollars used. 

ae That while the methodology used by the Railways in the cost analysis 
made was of value and merits further study and refinement, their results cannot be 
accepted for the purposes advanced, for among others, the effective criticisms made 
by Mr. Saunders in Volume II of his submission. 

6. That competition in the transportation industry has resulted in Railways 
losing Senn revenues from both freight and passenger service. It has been 
necessary to establish competitive rates and agreed charges to hold on to a great 
volume of railway traffic resulting in further losses of revenue. These are real 
problems and in no small measure account for substantial loss of revenue to the 
Railways and thereby contribute appreciably to the deficits they allege they are 
Pitrering, 

ee That benefits accruing to the Canadian Pacific not only from the Crow's 
Nest Agreement, but by virtue of having built a railway across Canada, together 
with non-rail revenue flowing therefrom should be taken into account in determin- 


ing whether or not the statutory grain rates impose any inequitable burden either 
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upon the Railways or upon other users of freight services in Canada. 


B. Recommendations 

l, That in no circumstances should the statutory grain rates be removed 
from the sole and exclusive jurisdiction of Parliament. The economic benefits to 
the whole country from sale of Canada's grain to export markets is so vital that no 
administrative Board or Court should be permitted to review, alter, change or in 
any way interfere with export grain rates. 

ae In the event this Commission finds as a result of the evidence placed be- 
fore it, and on recommendations of its staff, that there be extra capacity and/or 
duplication of facilities in the railway systems of Canada, any programme for the 
discontinuance or reduction of railway services should be entered into only on a long 
term basis. The Grain Organizations are of the opinion that if such a programme be 
necessary it is essential for the intelligent planning, not only of the Railways but of 
shippers and industry as well, that as much advance notice as possible be given of 
proposed curtailment or elimination of railway services. This would enable all 
interested parties to conform with the programme without serious disruption. If 
curtailment of service be called for, the programming of the same should not be left 
ae the Railways alone, and consideration should be given to the establishment ofa 
permanent Board or Commission on which railways, shippers and business should be 
represented. 

The problem should at all times be treated and considered on a Nation 
wide basis to avoid sectionalism, although local representations should aiways be 
permitted where curtailment or elimination of service be advanced in the same 
manner as is now the practice of the Board of Transport Commissioners. 

3 That if it be found the Railways in Canada need financial relief because 


they are providing uneconomic services in the public interest and in support of 
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192 
national policy, such relief should be on an ''overall'' basis and not associated with 
any particular user of railway services, It would be a disservice to the people of 
Canada to continue the practice of making any particular shipper the ''whipping boy'"' 
for all railway problems, or pitting one section of the country or class of shipper 
against another, 

4. That while there is a natural dislike of all businessmen for direct sub- 
sidy, lest it be detrimental to the efficiency operation, if such be necessary the 
sole discretion as to is quantum and form be left exclusively with the government 
of the day. It is the sole responsibility of government to make use of government 
income to what in its judgment is of greatest advantage to the people. The assump- 


tion of such responsibility must carry with it the right to administer. 


ALL OF WHICH IS RESPECTFULLY SUBMITTED. 


a 


R,. A. MacKimmie 
Counsel for Alberta Wheat Pool, 
Manitoba Pool Elevators, 
Saskatchewan Wheat Pool, 
United Grain Growers Limited. 
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